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A SCHEME FOR LOCAL SELF-GOVERNMENT IN 
RURAL AREAS 

BY 

Dr. Kailash Nath Katju, M.A., LL.D. 

Public attention has been wiilely drawn to the urgent 
necessity of effecting large improvements in the country¬ 
side. It is now realised that villages have been neglected 
and the conditions prevailing th<?re are wretched and miser¬ 
able. Di.stricl boards have not penetrated the village. 
Tfwir actU'iiics have niainl) been confined to communica¬ 
tions in the district, advancement of education and public 
health and such other activities dealing ivith the district as a 
wlude. The interior of the village, it would seem, has 
almost been ot no concern of the district board. It has, 
furthermore, done little or nothing towards the amelioration 
of the economic condition of the villager. Here and there 
a district board may have established a seed store: other¬ 
wise it has not attempted to deal in the slightest degree with 
the vital problems of production and marketing or with the 
encouragement and developnumt of cottage induslrie> in the 
rural areas. 

The need for rural development and rural re¬ 
construction has been recognised, and practically in all the 
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provinces schemes, ambitious or modest, have been formulat¬ 
ed for achieving progress in this direction. With the same 
object in view it is considered desirable to establish local 
self-governing institutions in the villages. It is felt that 
these institutions springing as they would in the village itself 
will evoke both local response and local cooperation and also 
give scope to local initiative, and will therefore prove an 
efficient instrument both for the political education of the 
villager in the art of self-government as well as for the 
improvement of his environments; and it is generally held 
that this object will be attained by the establishment of 
panchayats on a very extensive scale. It is also thought 
that inasmuch as the panchayat is an ancient institution 
suited to the genius of the people, it will appeal to the 
villager and will be an effective agency for the execution of 
progressive schemes. One accordingly reads reports in 
newspapers that legislation for the establishment of these 
panchayats in ihe rural areas has been enacted or is being 
undertaken in many provinces and also in several Indian 
States. I am not very familiar with the lines on which these 
panchayats are proposed to be constituted, but it seems to me 
that the method most commonly favoured is that of election. 
The panchayats, speaking broadly, are to be modelled on our 
existing municipal institutions. The franchise may un¬ 
doubtedly be wider; the punches may be elected by a 
process of adult suffrage, but in substance the machinery 
will be the same. The punches will be elected for a term 
of years and the panchayat so constilut(‘d will be a body of 
persons having both executive and taxing authority. It will 
have obligatory as well as discretionary pf)wers. It will 
have funds of its own, and it may add to these funds by a 
little local taxation. 

I do not propose to dwell at any length on the merits 
or demerits of this system of local self-government. Nor 
do I wish to emphasise that elections may in conceivable 
circumstances lead to friction and to rivalry and instead of 
promoting peace and harmony in the village may end in 
discord and corruption. 

I wish, however, to emphasise strongly two aspects of 
this problem. One is that representative government is a 
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device which need only be adopted where it may not be 
possible, owing to the largeness of the number of people 
living in a particular area, to entrust the conduct of the 
administration of local affairs to the people themselves, 
individually and collectively. Where by reason of the 
smallness of their number it may be feasible for the village 
community to administer its own affairs directly and efficient¬ 
ly, everyone will, I think, admit that that would be the best 
possible method of local self-government. One of the banes 
of representative institutions is the danger of lack of contact 
between the electors and their representatives. Everybody 
recognises the necessity of the individual resident 
of a local area taking a keen and continuous interest in local 
affairs so that there may be constant play of healthy public 
opinion to guide and influence the action and policies of the 
elected ref)rcsentatives of the community. But everywhere 
it is found that the ideal is never attained, and so far as 
India is concerned, if past experience is to be of any value, 
one must admit that much is left to be desired. The electors 
leave the administration of local affairs very much to their 
rejiresentatives and only seem to wake up at the time of 
periodical elections. 

The second point which to my mind is of vital 
im])ortance is the fundamental difference in the needs of a 
village community as compared to the needs of the residents 
of an urban area. Local self-governing institutions of 
urban areas, be they large or small, are largely concerned 
with providing well-recognised amenities for the benefit of 
tht*, residimts—a good drainage system, supply of pure 
drinking water, good roads, efficient system of lighting, 
markets, slaughter houses, parks and recreation grounds. 
Added to all that is the duty of providing for elementary 
education to the children living within the limits of the 
municipality. With the economic condition of the residents 
municipal boards, as such, have no direct concern; and 
indeed the occupations of the residents in urban areas are 
so diverse that it is impossible for any municipal board to 
make any special endeavour for their betterment. On the 
other hand, the village community in a rural area, in spite 
of its seeming disintegration, possesses real unity. The 
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members are engaged only in one particular pursuit, viz,y 
agriculture, and its allied industries, llieir needs in so far 
as amenities in the abadi itself are concerned, are few 
indeed. Unless a village is hopelessly congested there is 
plenty of fresh air and, facilities for a supply of pure water 
for drinking purposes either exist or can be easily arranged. 
Trnprovement and development of a village, as we under¬ 
stand them in the sense of an urban area, depend largely on 
considerations of improvement of the economic condition of 
the villagers, and moreover do not need any similar (ontinu- 
ous attention. If rural development only means widening 
of village lanes, sinking of a few wells, and the opening of 
ventilators in houses, the whole task can he performed, if 
some funds ixw availalile, williin a few months. But as I 
visualise^ it, rural developrmmt consists in a sensible and 
indeed considerable, increase of the wealth of the individual 
villager by effecting improvement in methods of production 
and of marketing and by the development of cottage 
industries. If the wealth of the village community increases 
I have no doubt that living conditions will also 
become better and amenities will follow in the wake of 
prosperity. 

Then there is another essential consideration. For 
effecting improvements in the abadi of a village th<; 
machinery of a panchayat periodically elected may prove*, 
effective, because for making such im|)rovements the* conti¬ 
nuous interest and cooperation of individual villagers is not 
a desideratum, but if you wish to effect considerable 
imf)rovernent in agriculture, if you wish to induce the 
villager to adopt methods for belter farming so that his 
f)ioduction may increase, and if you want liirn to take to 
organised and rational methods of marketing so that he may 
gel f)roper prices for his produce, that is not (!efinil(‘ly in my 
judgment a task which can be performed by a })anchayat 
consisting of a few individuals; it will re(|uire the ready and 
willing and continuous personal cooperation of each single 
villager. You have to convince every (niltivatur that what 
is proposed is for his good, that the methods which he 
follows are antiquated and should be abandoned in favour 
of other methods; he will have to be persuaded; his assent, 
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and intelligent assent, will have to be won by personal appeal 
to him either individually or through an organisation of 
which he himself is a member. If we consider the problem 
of the village from this point of view it will, I am sure, be 
apparent that we should explore other methods of establish¬ 
ing local self-governing institutions in the rural areas, and 
1 suggest that an efficient and practical and useful method 
wouUl be the cooperative method. It is a matter of 
profound regret that up till now the activities of the Co¬ 
operative D(*partment have become synonymous with the 
application of the cooperative principle to one particular 
form of activity, viz., provision of cheap credit for the 
villager. Further even this limited activity has lieen carried 
on under the aegis of an official department. It is small 
vv<m(ler that c‘ooperation has not appealed strongly during 
all these years to non-official workers. But things have now 
(hanged. With the advent of provincial autonomy there can 
be no difficulty about expanding the activities of the depaiT- 
m(*nl on absolutely national lines and to organise the whole 
of the countryside by the pursuit of cooperative methods. 

I may sum u{) in a few words what I have suggested 
above as the essemtial requisites of a self-governing organi¬ 
sation in the rural area; firstly, it should be an organisation 
of which practically every villager is a member and in which 
he himself lakes an inlelligent interest; and secondly, that 
organisation should look after the life of the village 
comniunily as a v\'h<de am! should not confine itself to the 
mere re(|uirem<‘nts of the abadi; /.c.. it should try to serve 
all their needs. As 1 said elsewdiere, it should undertake 
to look aftei tin* villager, the resident of the* village, from 
his craddle down to the end of his days, 

I suggest that the above two essential requirements will 
be completely met by the organisation of multi-])urpose co¬ 
operative societies in villages with a population not exceed¬ 
ing 12 to 15 hundr(‘d souls. I do not impose any minimum 
limit; but a maximum limit is necessary because the society 
must be so constituted as not to become unwieldy and 
impractical by the mere size of the number of its members. 

The constitution of this multi-purpose society should 
be based on each family in the village as a unit. In my 
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opinion^ the family even now is broadly considered to be a 
unit in the life of a village community. The villager goes 
by houses. If you ask him as to the ])opulation of a village, 
more often than not he will not give you the number of 
people residing in the village; he will say, ‘‘We have so 
many houses—100 or 150,” in other words, they have so 
many families in the village. For the constitution of our 
society we should therefore treat each house or family as a 
unit, and each house should send one representative, or at 
best two if the family is a very large one, to the society. 
This representative will normally be the head of the family, 
but in rare cases where the father of the family has become 
too old, he may be the younger brother or a son. Anyway, 
the family itself will be associated direc'tly with the society. 
With a maximum limit of about 200 or 250 houses or 
families in a village we may have a society (by ‘ society ’ 
I always mean a multi-purpose cooperative society) consist¬ 
ing of about an equal number of members; and 1 think there 
should be no difficulty in such a body being quite business¬ 
like in its methods. We know that each birculari has a 
panchayat of its own. The bhadari meets in full strength 
and then deliberates and comes to conclusions and decisions. 
Therefore, I feel no difficulty in thinking that a village 
society consisting of 200 or 250 members w^ould be able to 
deliberate upon matters of common interest to the villagers 
in every aspect of their life—economic, cultural or even 
political. Once such a society is formed, then the conduct 
of its affairs should present no difficulty. Each society will 
have its own rules and bye-laws and these will provide for 
the conduct of its affairs, the procedure at the meetings of 
the society, the power of the society to enforce its rules and 
bye-laws by t*xpulsion or by inflicting [mnishment through 
lines and other methods. 

This society should carry on all kinds of useful 
activities in the village. It wmuld have separate sections, 
each section looking after one particular kind of work. One 
section would look after better farming, another after 
marketing, a third after village industries, a fourth after 
village sanitation, a fifth after the education of boys and 
girls, a sixth after culture and village amusements, and so 
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on. The society would meet once a month or at longer or 
shorter intervals as may be decided upon, and all questions 
of policy would be decided by the society itself. Each 
villager will in this way have an opportunity of having his 
say in all that concerns the improvement of the abadi of the 
village and about methods of agricultural production, farm¬ 
ing and marketing and also the development of village 
industries. The officials of the various nation-building 
departments, Agriculture, Industries, Cooperative, Excise 
and Irrigation, will have an opportunity of coming into 
conlact with the village community as a whole at the meetings 
of the socit^ty and of explaining either the policy of the 
(Government or the better and improved methods which will 
lead to the improvement of the village in any particular 
direction. This is in it«^elf important, because it is common 
experience that these officials find it exceedingly difficult to 
meet the village as a whole and they seldom get an oppor¬ 
tunity to (\xplain to or advise the villagers as to what they 
should do for bettering their economic condition. 

The constitution of the society in this way would do 
away with all questions about method of election, direct or 
indirect, joint or separate, and there would be no canvassing 
also in any shape or form. The family will choose its own 
representative and a meeting of the society will present an 
opportunity for all the villager^ to come together and should, 
I think, promote peace and harmony in the village. 

For carrying out and executing its dec isions the society 
should have a working committee. This working committee 
may he called a panchayat and should be elected every year. 
It should not b(* too large in numbers; at the same time it 
should be sufficiently large to allow every caste, creed and 
calling to be represented on it. As a matter of fact, to my 
knowledge, in numerous villages in the Ihiited Provinces 
such societies have been established, and it has been very 
pleasing to find that the members of the societies, of their 
own accord, voluntarily and without any outside persua¬ 
sion, have elected as their working committee members of 
all communities, Hindus, Mussalmans and Harijans, and the 
panehes have worked together in a cordial manner. The 
panchayat so elected will be answerable to the society for its 
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conduct. At practically every meeting of the society it will 
report upon the work done since the previous meeting and 
how the decisions of the society have been carried out. The 
panchayat will have no funds of its own and will not lay 
down policies; nor will it lake decision on large questions, 
and I should therefore think that the objectionable features, 
which one sometimes finds in notified area committees or even 
in larger bodies, would be absent from the working of these 
panchayats. 

The society will have funds of its own raised according 
to its rules aiul bye-laws. This is a matter of detail to be 
adjusted in accordance with local needs in differeml parts of 
the province, but I would broadly suggest a minimum sub¬ 
scription for membership payable by each member, no matter 
whether he is a zemindar or a tenant or a landless labourer, 
residing in the village. The niinimurn may there!ore be 
within the means of the humblest resident of the village; or 
the minimum may be of two kinds—^eiglil annas or one rupee 
per annum for a jiarticular class and four annas per annum 
for the members of the Harijan community. But along 
with this minimum 1 would also recommend a provision in 
the rules and bye-laws of the society prescribing payment of 
an extra sum by way of subscription graduated according to 
the means of every member. If the member is a zemindar, 
he might pay a percentage of his rent-roll of the village plus 
the profits of his “ Sir ” and Khudkasht.” It may be one 
or two per cent or more as the local situation may demiand. 
Similarly in the case of a tenant, there should be a percentage 
of his assumed profits from cultivation. I have noticed that 
some recommendations have been made on the basis of the 
rent payable by a tenant. This would work very harshly. 
The burden caused thereby will be the severest on the poorest 
classes of the tenantry. For instance, lake the case of fixed- 
rate tenants or occupancy tenants of old standing. The rent 
they pay is very low, hut their economic condition, com¬ 
paratively speaking, is much better than that of other tenants. 
Highest rents are j)aid by sub-tenanls or statutory tenants 
and their economic condition is correspondingly bad and 
any contribution based on a percentage of rents will bear 
very harshly on these very poor people. I think, therefore. 
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lhat the contribution by the cultivaii>r should be either on 
the basis of his assumed profits from the cultivated land or 
on the number of ploughs or bullocks he has or something 
which has direct relation to his economic condition. 

In addition to these voluntary contributions I would 
also except that Government or district boards would 
make definite grants to each society in the manner which I 
shall discuss later. In addition to these fixed voluntary 
contributions from members to which I have referred above 
the society’s bye-laws can easily provide for the imposition 
of fines on members if they do not observe the rules and bye¬ 
laws of the society and these fines will augment the funds of 
the society. Similarly there will be fines imposed by 
judicial panchayats to which I shall refer later. 

I may also add, that from the experience lhat we have 
gained in the U.P. during the last two years of the working 
of these societies on a large scale, I find that the villagers 
have shown a perfect readiness—which has been, I must 
confess, an agreeable surprise to me—to contribute by 
special subscriptions for works of village utility. The 
impression that I have formed is that if you impose a tax 
on a villager and tell him that the proceeds of the tax will 
be spent in the making of canals or in building hospitals or 
on any other large-scale project far removed from his view 
or the view of the village, then he becomes suspicious and 
is a very unwilling paymaster; but if you tell him that the 
money shall be at his disposal, shall be spent by him and 
may be devoted to objects from which he himself will benefit 
in bis daily life, such as village wells for drawing water for 
drinking purposes or for irrigation purposes, widening of 
village lanes, construction of by-paths and lanes connecting 
the village with pucca roads or construction of Panchayat- 
Chars, then, in spite of poverty, the villager will be prepared 
to contribute his mite and not only his mite but to contribute 
generously. Therefore, I feel certain that if we have a well- 
organised society functioning properly and honestly it will 
never feel the want of funds for any object calculated to 
promote the welfare and prosperity of the village. 

We have formed many such societies, and particularly 
we have formed a very large number of better living societies 
P. 2 
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as a basis for multi-purpose cooperative societies throughout 
all the districts of the IJ.P. We have also said that for 
organised community life of the village it is essential that 
a society should have a habitation of its own where all the 
villagers can meet every evening and discuss matters of 
interest, celebrate local festivals, have public entertainments 
and amusements, such as music and folk dances, village 
sports and such other things; and have a place for holding 
their meetings, for the distribution of free medicines and 
accommodation for a Kanya Pathshala and such other 
objects. The response in regard to the erection of these 
Panchayat-Ghars has been splendid, and I should think that 
when these societies to which I am referring in this note, are 
largely formed it will be found that each will soon have its 
own Panchayat-Ghar. But wherever tliere may be a school- 
house existing in the village it may be convenient for the 
society to acquire the school house from the Education 
Department or the district board for use as Panchayat-Ghar. 
The terms can easily be agreed upon, and rooms may be 
added to the school-house by the society to provide for all 
village necessities. 

I need not emphasise once again that one of the primary 
and essential functions of the society will be to {)romote 
better farming and better marketing. With this object in 
view it will arrange for the supply of im])roved seeds, belter 
agricultural implements and fertilisers and, if need be, will 
establish a seed store of its own in the village. It will also 
look after l>etter marketing of the agricultural produce of its 
members and also for the development of industries allied 
to agriculture such as dairy farming, gur and sugar 
making, and oil pressing. In addition, there will be other 
cottage industries such as spinning and weaving, wood work, 
tanning etc. In short, the function of the society will be to 
look after the interests and welfare of the village community 
as a whole and not in sections. It will of course require 
credit for the due discharge of many of its responsibilities. 
The primary object of the society on its credit section will 
be to raise funds to enable the society to carry on its func¬ 
tions for the promotion of better farming and better 
marketing. It may keep a village seed store as well as a 
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Store of improved agricultural implements and fertilisers 
and even some pairs of bullocks for the use of its members 
and the money which may be required for this purpose it 
shall raise from the solvent residents of the village as well 
as from outside cooperative agencies such as the district and 
central cooperative banks. It is not necessary to dwell at 
greater length on this aspect of the matter. 

I indeed contemplate that so long as the present 
zemindari system prevails the society may very well enter 
into some arrangement to pay the rents of its members to the 
zemindar in a lump sum or in instalments on receipt of a 
rebate from the zemindar for relieving him of all his worries 
and expenses in realising them from each individual tenant. 

It will now easily be realised that this society, if it 
functions well, should prove an efficient and perfectly 
f)raclical form of a local self-governing body, and it will 
have the great merit of carrying with it the help and co¬ 
operation of every resident in the village. 

The question may arise: How are these societies to be 
formed and when should they begin to function? It may be 
said that if we wait for all the families in the village to 
become members of such a society on a voluntary basis we 
may have to wait either too long or such societies may in 
many cases nev(‘r materialise, and we cannot afford to w^ail 
for an indefinite period. I think this difficulty can be solved 
by a simple and easy method. There is nothing to prevent 
any number of villagers forming themselves into a society 
of this kind. They may be a minority of the village 
community, but if we find that representatives of a majority 
of the families resident in a village have formed themselves 
into such a society, then we may have legislation to ensure 
that the decisions of such a society will be binding on non¬ 
members also. What this majority should be is a matter 
of detail; it may be two-thirds of all the families residing 
in the village or even 60 per cent. Discretion should be 
given to the Registrar of Cooperative Societies to ascertain 
before he declares that that enactment should come into 
force, that the society consists of the requisite majority of 
residents and that it is properly organised and that it may 
be trusted to look after the affairs of the village in a 
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business-like and impartial manner in the interest of the 
village as a whole. Not only should the decisions be binding 
on members and non-members alike, but any contribution 
which the society levies on its members should also become 
payable by non-members also. Non-members may, if they 
still persist in their attitude of non-cooperation with the 
society, be left to their own devices, but 1 dare say that when 
they find that they will be called upon to pay they would 
readily join the organisation so that they may have a voice 
in its deliberations and decisions. Moreover I am 
convinced in my own mind that in this matter example 
will prove infectious, and once societies are formed 
in the neighbourhood and when the villagers find that 
by forming themselves into a society they can get grants 
from the Government and district boards and they would 
acquire self-governing powers, then there will be great 
readiness on their part to form themselves also into a society 
so that they may also be the recipients of grants from the 
Government and district boards. Our experience in many 
districts in the U.P. has been that several villagers have 
applied to the District Rural Development Associations that 
their villages should also be taken into rural development 
zones so that the beneficent activities of the rural develop¬ 
ment association may also be commenced in their villages. 

I think there should be a district-wise organisation of 
these societies, taking the village society as a basis. There 
should be a union of 25—30 societies as may be decided 
upon after consideration of all the circumstances. Each 
society should contribute to its union a fixed monthly sum 
which may be Re. 1 or Rs. 2 a month as the case may be. 
Each society should send one representative to the union, 
and the union would thus consist of representatives of all 
societies. There should be a supervisor who would be the 
secretary of such a union. We have already got supervisors 
in the Cooperative Department in charge of 25—30 co¬ 
operative societies. The duty of these supervisors will be 
to supervise the working of each society in the union, such 
supervision being mainly to see that the society’s accounts 
are properly kept, that it is observing the rules and bye-laws 
and to keep a general eye on the management of affairs by 
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the society concerned. If he finds any irregularity his duty 
will be to report that to the union. All the unions in a 
district should be formed inlo a district cooperative federa¬ 
tion, each union sending a representative to the federation. 
Both the union and the federation will deliberate upon 
matters of common interest either to the union or to the 
federation; they shall consider questions relating to better 
farming, better marketing, development of cottage industries, 
of common inter-union or inter-society interest and so on. 
Government already provides a staff of inspectors and 
auditors for the sujiervision of existing cooperative societies, 
1 think Government should undertake the responsibility of 
appointing inspectors and auditors in requisite numbers for 
looking after these societies as they grow in numbers. That 
should be a burden upon the Government, while the cost on 
account of the salaries of the supervisors should be borne by 
the societies themselves or by the societies and district co¬ 
operative banks in such shares as may be decided upon. 

Government grants—and district board grants—may be 
made directly to a union, either earmarked for each society 
or to be distributed by the union among the societies or to 
several societies for inter-society purposes. In this way 
Government will lake an active share, and the villagers will 
feel that the Government is doing something for the welfare 
of each village. 

Before I leave the aspect of organisation I may add 
that I contemplate that each village of any reasonable size 
should have its own society but there may be very small 
villages, no better than large hamlets, where it may be 
desirable to have a society for a group of two or three 
villages with a total population of 50 to 100 houses. 

Each village society should have a secretary. This 
person should be selected for his outstanding zeal and spirit 
of service to his village community. He should be secretary 
both of the society and of its working committee. I feel no 
doubt that as time passes a man possessing the requisite 
ability and the requisite spirit of service would be found in 
every village to serve as a secretary. He may either work 
in an honorary or, if necessary, he may be paid a 
small salary to enable him to find his food and clothing. I 
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have spoken in many villages throughout the II. P. about this 
matter. 1 have told ihe people that we find in each village 
a lot of Sadhus, Pirs, etc., who are cheerfully supported by 
the villagers and if they find that if there is a man devoted 
to them, and who sincerely seeks to serve them but if he is 
poor there should be no difficulty and that they should readi¬ 
ly feed him and clothe him for his labours. The response 
that I have received to such a view has been encouraging 
indeed. 

In passing I may also note that it should be the duty of 
the secretary or the woiking committee to keep a register of 
all the families in the village. As a matter of fact, in one 
village in the Fyzabad district 1 found that the Secretary of 
the society had gone to the length of keeping a register ot 
all the inmates of die village with full particulars as to their 
names, sex, age, caste and creed. A register like this kept 
on a province-wide scale would be of invaluable assistance 
in census operations. 

The society, as many have done already, should enrol 
scouts and volunteers for purfioses of social service in the 
village. Many villages, 1 have noticed, have made arrange¬ 
ments for the guarding of their crojis and for keeping watch 
and ward in the village itself. For purposes of better 
farming and organised profitable marketing the services of 
the palwari should also be utilised, and 1 think executive 
instructions can be issued directing the patwaris to work as 
assistant or joint secretaries of these societies in so far as 
agricultural activities are concerned. The palwari can also 
render suitable assistance in other directions. 

Prevention of litigation in the village should be one of 
the primary functions of these societies. In many villages 
I have heard the boast that for years no case has gone to any 
court, civil, revenue or criminal. The societies can 
encourage recourse to arbitration, but it is at the same lime 
desirable that wc/should encourage the formation of small 
petty village courts where petty litigation not susceptible to 
arbitration should be flecided without any expense. The 
establishment of a judicial panchayal for each village would 
be unnecessary. A single village is not to be expected to 
provide a sufficient volume of litigation for a judicial 
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panchayat. I think for this purpose a group of villages 
should be considered to be a unit and a judicial or adalati 
panchayat should be formed for such a unit. Each society 
of the village forming part of the unit should nominate two 
or three of its members to be part of this judicial panchayat. 
As far as possible, members of the working committee 
.should not be nominated for this purpose; but there should 
be no rigid bar. If there is a man in whom the villagers 
have complete confidence, then he may be nominated even 
though he may be a member of the working committee. 
Sui)posing five .societies form a unit; then there would be ten 
persons as members of the judicial jianchayat. The rule 
.should be that any dispute arising in any village should be 
referred by the Sirpanch of the judicial panchayat to a 
bench of three panches, preferably residing outside the 
village to which the disputant.s belong. This would ensure 
complete impartiality on the part of the members of the 
bench in deciding that particular dispute. Judicial 
})anchayats should exercise both civil and criminal powers. 
Petty criminal cases should be referred to them for trial 
and civil cases of a simple description of a small cau.se 
court nature .should also be tried by them. The procedure 
should be very simple and there should he power of revision 
in the criminal cases by the S.D.O. and in civil 
cases by the munsif. 

This is in bare outline the scheme by which a coopera¬ 
tive society can function as an almost perfect local self- 
governing institution in the village and bring about its ujilift 
and improvement in all possible directions. This note is 
not intended to be exhaustive. Many points of detail have 
to be thought out carefully; many gaps have to be fulfilled, 
and I am conscious that there is considerable room for 
improvement in the scheme itself; but the pivot of the whole 
jdan is the attempt to induce every villager to take an 
intelligent and continuous interest in the working out of his 
own salvation and that of his co-villagers. 
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Trends in Town-Village Relations. 

Man’s physical movement and change of his social and 
economic status have far-reaching influences on social and 
economic institutions. Mobility changes the dominant 
interests and elements of group formation in the neighbour¬ 
hood, hamlet or village. Even in a predominantly agricul¬ 
tural community the improvement of means of communica¬ 
tions and transport lead to freer and more frequent contacts 
than before. Caste and kinship used to underlie the relative 
stability of many relationships and the continuance of 
village institutions; mobility becomes the solvent of 
tradition, caste and ancient social functions and institutions. 
As the facilities for travel, communication and intercourse 
break the barriers of physical and social isolation the inter¬ 
relationships of the villages change. The village or hamlet 
ceases to be altogether self-sufficient. An isolated clump of 
houses on the brink of a marsh or edge of a forest and a 
hamlet in a slightly elevated site on a river or a forest 
clearing are far less self-sufficing than a dense compact 
village in a spacious valley. A neighbourhood group or 
hamlet depends upon a larger village for daily, weekly 
or bi-weekly marketing, for the schooling of its children, for 
festivals and for other social services. A small village or 
hamlet may have its one-teacher or two-teacher primary 
school but a few of the children, if economic opportunities 
and distance permit, join after their primary course the 
High School in the larger village. A few cloth shops, a 
drink and a drug shop are also here, which are not to be 
found in a small village or hamlet, which, however, usually 
possesses a tiny grocery shop selling such daily necessities on 
the spot as salt, sugar, matches, mustard and cocoanut oil, 
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kerosene and tobacco. A hamlet or even a large village in¬ 
habited only by the inferior castes, which have a low standard 
of living, may not have a grocery shop; while a few families 
of the higher castes or the position of a village at the cross¬ 
roads of cart traffic are enough to establish a successful shop 
attracting villagers from the rural territory. Often the grocer 
buys articles or obtains these as advance from the big grocery 
shop in the larger village. To this shop in the larger village 
the villagers from the surrounding area would resort 
occasionally for their larger purchases. But they are 
frequent visitors to the daily or periodical market. Here 
they would go to sell the agricultural produce directly to 
consumers or to money-lenders and itinerant grain-dealers 
who are agents of whole-sale dealers and exporting firms of 
the town and who resort to the mandi for collecting the entire 
produce of the region. Weavers also come here to sell cloths 
on barter or supply them to yarn-dealers from whom they had 
obtained advances of yarn or cash. A few itinerant shop¬ 
keepers and hawkers are also here to advertise trinkets for 
the village women and children. On the whole in the 
pedestrian and bullock-cart regime the economic and social 
services of the larger village embrace a circle with about 
a 10 miles diameter, comprising from three to eight 
villages in the crowded areas of the Ganges plain. With 
metalled instead of dusty un-metalled roads the marketing 
and merchandising service extends, it may be, to even twice 
the area of the former circle. Villages also change their 
service relations through custom, credit and personal feeling 
of loyalty to men and institutions prevent easy and frequent 
change. Like the temple and its associated fairs and 
festivals of old High School is now found to be one of the 
most important factors in hamlet and village relationships. 
Now the popularity of the High School depends largely upon 
examination results. The school service area of a larger 
village fluctuates the proportion of tuition pupils from parti¬ 
cular hamlets in some measure increasing or diminishing 
with the number of passes in the Matriculation examination. 
But the marketing, merchandising and banking service 
area of the larger village is more constant; hamlets and 
villages continue to use it though such continuity is challeng- 
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ed by the process of specialisation and freedom of choice 
made possible by greater ease of travel and communication. 
Facility of contacts and mobility account for the specialisa¬ 
tion of economic services even of hamlets and small villages, 
some of which become celebrated for certain artistic 
crafts and cottage industries, for instance, whose 
wares are sent out to the entire rural territory and the bazars 
of the larger village. On the other hand, the same process 
may lead to the sinking of a larger village to a hamlet status. 
Specialisation leads as much to the improvement of status 
of a hamlet or village as to its decline in the era of quick 
travel and communication. Further, one type of social or 
economic activity and form of service helps another. Thus 
the larger village shows a combination of activities, econo¬ 
mic, social and educational, for which it enjoys the cumula¬ 
tive advantages of position and tradition. It develops into 
what the American sociologist Galpin aptly describes as a 
‘ rurban centre.’ 

Rurban centres, taking the form of large villages, 
country-towns and even cities of varying size and degree of 
completeness, send out new ideas, engender new wants and 
desires among folks of village and hamlet and change buying 
and social habits. New habits seek more and larger service 
and coordination centres. This, however, does not mean the 
substitution or disintegration of hamlets and villages and 
their service institutions. Between these and the country- 
towns there is give and take based on specialisation which 
builds up the larger rural community. The ecological 
organisation is woven out of the threads of division of 
labour, specialisation, inter-dependence and coordination. 

A cluster of homesteads, a hamlet, a village, a country- 
town and city each has its own economic convenience and 
opportunities. Its size, type of activity and form of service 
are related to its ecologic base. But the ecological frame¬ 
work links the hamlet, village country-town and city in a net¬ 
work of service relationships and institutions. Because of 
this the community of hamlet, village and country-town plays 
a significant role in the economic system and culture. But 
this natural evolution of functions and organic relationships 
between the hamlet, village and city is rudely interfered with 
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by the sudden spread of industrialisation and rise of indus¬ 
trial towns. The latter remain alien to, and even destructive 
of, the primary neighbourhood and functional groups and 
interweaving of their relations articulating themselves into the 
larger community of town and country. With their quick 
rise into importance and size these new industrial towns, 
emerging here and there in the midst of rural civilisation, 
altogether obliterate the natural wider movement of inter¬ 
articulation and inter-lacing of service relations that has been 
taking place here on a locality as well as a function or 
interest basis. The nature and functions of an industrial 
town, its mobility and group alignments are far different 
from those of a country-town or a ‘ rurban ’ centre, through 
which rural society seeks larger integrations of services and 
interests in the wider drama of national life. 

A Rurban Centre, an Over-Grown Community. 

The majority of urban dwellers in the world live in 
rurban centres taking the form of country-towns which have 
hardly develo])ed industries but which subserve the most 
important function of collecting the agricultural produce 
from the entire region for distribution and of directing and 
co-ordinating the sale of imports and manufactured gcwxls. 
Yet such a town also possesses besides its financial and 
shopping district its civic centre, temple or assembly hall, its 
school and recreation ground. Physical and social mobility 
is not much manifest here. Agriculture and contact with the 
land still dominate types of human relationships and human 
interactions. Neighbourhood feelings, friendliness and the 
community spirit are still strong, though these tend to be 
restricted to separate population groups characterised by 
distinct modes of culture and manners of living. Though 
the rurban centre, the country-town or the small city exhibit 
on the whole the ecological and social organisation of an 
overgrown rural community, the demarcation between the 
rich man and the poor man’s residential area appears and 
this widens the social distances between people which may 
have their origin in race, colour, language and gradation of 
occupations. Many Eastern towns have sharply differential- 
ed natural areas or districts, each inhabited by a group of 
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kindred, clan, caste or community with its distinctive culture 
and folk ways, its own municipal institutions and means of 
social control. The social distance as between the East 
side and the West End side in the metropolises of Europe 
and America has, however, lost its sharpness here; while 
there are community festivals, civic processions and recrea¬ 
tions which weld together the divergent population groups 
and mitigate racial or cultural differences. With increase 
of population, however, the rurban centre or the small 
country-town shows its areas of deterioration. There is, 
first, congestion in the retail shopping area, which expands 
on all sides. This encroaches upon the central square of 
the town with its temple, tank and garden, its well and 
cluster of trees offering shade for the cattle, the children’s 
playground and the place of community rest and recreation. 
With the attenuation and denudation of these, the community 
life of the city suffers and social distance widens between 
the various population groups which live in their miniature 
cultural universes. 

* The Liminal Town ’ 

The transition from the village to an industrial town, 
however, is much quicker, sharper and more socially 
disastrous and nowhere more so than in the East. Many 
industrial towns in the East are mushroom growths in a 
period too brief to admit of smooth adaptation of scirvice 
relations, groups and institutions. Here is a type of 
specialisation bast'd on a one-sided exploitation of the 
rural territory as evidenced by the wholesale exportation of 
food, raw materials and populations from the villages and 
hamlets, which do not obtain the countervailing services of 
coordinating economic and cultural agencies. In the present 
competitive situation the villages are simply victimised, 
depleted of their food, raw materials, youth and culture. 
Nor does the industrial town exhibit normal social relations 
and features of group organisation, characteristic of rurban 
centres which, as they reorganise and readjust their methods 
to expanding forms of contact and control, build, on the older 
foundations of services, primary groups and institutions of 
villages and hamlets. In certain highly and quickly 
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industrialised regions along a river or railway track, 
characterised both by high physical mobility and 
heterogeneity of social composition, we come across those 
hybrid industrial towns, which may be suitably designated 
as “ Liminal towns.” The industrial town in India is not 
a lineal descendant of a commercial or pilgrimage town of 
the past. Its ecological and social organisation is far 
different from that of any town in the past. On a narrow 
ecological foundation the liminal town rears itself, shoots 
up in size and becomes feverishly active, attracting immi¬ 
grant workers from distant provinces. In Bengal the jute- 
mill town has come into existence as a result of the province’s 
monopoly of jute and has thriven mightily on this slender 
economic base. The liminal town is one which is super¬ 
imposed from without on the region—in this case by foreign 
capital and enterprise—and lives apart from the traditions 
and culture of the rural community. It neither derives its 
nourishment from its own culture nor can it be assimilated 
into any new cultural pattern. Like the oil or mining town, 
hectic and expansive so long as coal, oil or any other mineral 
resources are not exhausted in the seams, the jute-mill town 
does not stop growing as long as jute remains a prized 
monopoly and the industry thrives, a cancerous growth on 
the body politic. Economic unstability is increased by the 
specialisation of the city in one industry and social unstabili¬ 
ty by the immigration of a heterogenous working-class 
population. A haphazard, pell-mell growth by a sudden 
influx of foreign immigrants does not permit even that 
customary division of the liminal town into mufiallas or 
natural areas, inhabited by separate castes and communities 
as in the small conservative country-towns. A special 
difficulty sometimes arises in the case of certain immigrant 
workers such as the Muhammedans who find it difficult to 
obtain accommodation in bustis owned by Hindu landlords. 
Thus they are constantly on the move from hut to hut, and 
from one mill-town to another. Physical and social mobili¬ 
ty here are phenomental; it proves disastrous to the family 
and disintegrates the traditional means of social control 
resulting in the most profound personal and social 
deterioration. 
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An Habitation of Fluid Immigrant Population* 

Statistics are not available to measure mobility directly 
but the excessive number of emigrants, paucity of females 
and predominance of males of the productive age indicate 
very high physical mobility. A reference to these mill- 
towns, which are all mushroom growth, will be of great demo- 
graphical and ecological interest in this connection. Between 
1911 and 1921, the mill-town of Bhadreswar showed a 
population increase approximately of 100 per cent, 
Tilagarh showed 200 per cent and Kharagpur 400 per cent; 
between 1921 and 1931, Kharagpur showed an increase of 
130 per cent, Bansberia 123, Halisahar 129, Kancharapara 
45, Kamarhati 32, and Bhatpara 29 per cent. The smaller in¬ 
creases during the last decade were the result of the acute 
and prolonged depression which almost overwhelmed the 
jute industry. Of these towns Kharagpur and Kanchrapara 
are new railway settlements. The sudden and phenomenal 
increase of population in these liminal towns has led to a 
chronic house famine and terrible congestion. A house ’ 
is defined for census purposes as a building inhabited by 
one family and in labour quarters in the towns as a single 
room or hut occupied by working men. The number of 
inhabited houses per sq. mile is the largest in these liminal 
towns:— 


Number of inhabited houses per sq. mile 


Rural areas in Bengal ... . . ... ll(i 

Towns and cities aggregate ... ],3il4 

Cities aggregate .. ... ... 4,503 

Tittagarh . . ... • • ... 14305 

Serampore . . . ... ... 7,050 

Howrah ... ... . . ... 5,797 

Naihati . ... ... 5,039 

Bhatpara ... . . ... 4,920 

Rishra-Konnagar ... 3,994 

Champdani ... ... ... 3,408 

Garulia ... ... ... ... 3,173 

Bhadreswar ... ... .. 3,100 
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Baranagar 

... 3,110 

Kharagpur Railway Settlement 

2,214 

Kamarhati 

... 2,020 

Kanchrapara ... 

1,271 

These are all liminal towns which have 

now become no 


more than the temporary habitations of immigrant workers 
coming from outside the province. The following table 
shows the remarkable difference in the ratios of persons 
born outside the province, in country-towns in Bengal, as 
compared with the liniinal mill towns in the metropolitan 
area^:— 

Number per mile 


luhabitaiits of 


Born in the Born outside 

same district Bengal 


Mill-towns . 2oll !>(i ODo 

Country-towns ••• 814 106 80 

In the litninal mill-towns only about one-fifth of the total 
population is born in the area surrounding the towns, where¬ 
as only 8 per cent of the people of the country-towns are 
born outside Bengal. In Titagarh, a compact manufactur¬ 
ing area, no less than 90 per cent of the inhabitants are born 
outside Bengal. In Bhatpara 79 per cent are born outside 
Bengal. In Champdani and Bhadreswar 70 per cent, in 
Kharagpur, Naihati and Rishra-Konnagar more than 50 
per cent and in Bally, Baranagar, Budge Budge, Howrah and 
Serampore more than 33 per cent are bom outside Bengal. 
The proportion of immigrants in Calcutta just falls short of 
one-third, being 3T9 per cent. Although a few immigrant 
workers have children with them who were born since they 
emigrated practically none of them have settled down. The 
majority, estimated at 75 to 85 per cent of the workers, are 
of the floating type, revisiting their village homes once a 
year or once in eight months and absenting themselves for 
couple of months or so. 


^ Royal Commission on Labour in India, Kvidence, Vol. V, 

p. 10. 
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Predbrnlnance of Single Adult Males* 

The following table gives the number of females per 
1000 males in the different classes of towns and in the 
countryside:— 

Number of females per thousand males 



187--’ 

1881 

1891 

1901 

1911 

1921 

1931 

The average 

country-town 

977 

1033 

910 

965 

868 

816 

787 

The average in¬ 
dustrial town 

«71 

671 

619 

520 

529 

530 

526 

Calcutta City 

493 

500 

526 

507 

475 

470 

469 

Rural areas 

1,007 

1,006 

990 

982 

971 

961 

955 


The above table shows a gradual decline in the number 
of females in the rural areas of Bengal but the greatest dis¬ 
parity is in the industrial areas where the ratio has been 
markedly declining since 1882. Population in the small 
liminal towns exhibits the predominance of single male 
workers who have left their families behind and live 
unnatural existence, exposed to the greatest temptations, 
intemperance and immorality. This in its turn discourages 
men from bringing their women folk to the towns with 
them. The age and sex composition of population in the 
industrial and country towns is also markedly divergent. 


Number per 1000 males at certain age periods 
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216 

204 

202 

166 

380 

269 
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• 148 

130 

184 

110 

480 
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Calcutta 

131 

111 

180 

98 

500 

172 

189 

88 

Bengal 

285 

273 

207 

205 

331 

301 

177 

145 
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In the industrial towns there* is a much larger percent¬ 
age of males in the age-group 20—40 and much smaller 
percentage of females than in the average country-towns or 
in the rural areas, while the proportion of the minors is also 
much smaller. The proportion of females to males is 
considerably lower in industrial towns compared with the 
country-towns and the rest of the Province both in the age- 
group 20—40 and beyond. The largest percentage of females 
to males is reached in this age-group in Calcutta. Here to the 
persistent demand for only male labour and chronic house 
famine are added two other factors. Calcutta has a large 
student population, while traders, merchants and men 
belonging to the professions visit the city only for a few 
days and new-comers never bring their families at once. 
The low percentage of females after 40 undoubtedly proves 
that women are out of place in any industrial town. Thus 
the table corroborates the deduction that the industrial towns 
are mostly peopled by temporary residents and that where 
they have their families with them they are sent away to 
village homes as early as possible.^ 

Absenteeism and Excessive Mobility. 

Tlie marked difference in the constitution of the popula¬ 
tion between the industrial and non-industrial areas in 
Bengal manifests the excessive mobility of the former. 
Such excessive mobility is the cause of frequent absenteeism 
which is unknown in any advanced industrial country in the 
West on such a scale. A very big proportion of immigrant 
labour at one period of the year or another leaves for its 
own home districts to be replaced temporarily by substitutes. 
This applies particularly to the mills north of Calcutta where 
the labour is very largely imported from Bihar and Orissa, 
the United Provinces and Madras. In the mills on the south 
of Calcutta a very considerable proportion of labour is 
recruited from the surrounding agricultural districts. The 
workers come in from the villages in the morning and 
return at night often cultivating their own land in their spare 


2 Census Report of Bengal, 1931, p. 82. 
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time. The following table gives the statistics of absenteeism 
in 45 jute mills in Bengal:— 


Month 

Number of days 
worked 

Employed at 
the begin¬ 

ning of period 

2 
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May, 1929 
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June, 192i) 
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July, 1929 
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August, 1929 

571 
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5,132 

September, 1929 
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1,82,273 

5,646 

October, 1929 

749 
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1,82,898 

5,553 
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The labour turnover (i.e., actual changes in the com¬ 
position of total labour staff) have been estimated at about 
12^ per cent per month at the Angus jute works, an import¬ 
ant representative concern, so that the average duration of 
employment is 8 months. 

Mobility is at once the cause and effect of the peculiar 
age and sex composition of the new industrial town. The 
rate of mobility and tempo of life of the community are 
enhanced by the congiegation of young adults and less 
females in tlie industrial town. This affects social life and 
relationships. Excessive mobility hirulers the functioning 
of the joint family, caste and Panchayat organisation, which 
represent the traditional forms of social government and 
disintegrates the family and the firmly integrated social 
and moral standards. The Panchayat or Council of the Five 
is the ubiquitous implement of social government in India 
originating in the periodical redistribution of holdings and 
collective management of water which prevailed among her 
rice-growing, aboriginal villagers. But the Panchayat 
hardly regulates the behaviour of mill-hands in the new 
industrial towns. Nor do neighbourhood relationships 
develop where homes are not owmed and so frequently 
changed. In the Bengal mill-town the worker is neither a 
caste-man nor neighbour; often he is not even a family man 
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but is living an enforced single life or entering into casual 
sex alliances; he is dissociated in any case from the stable 
groups and controls which integrate society. Lverywhere 
the break-down of family, caste, Panchayat and neighbour¬ 
hood controls tends to promote pathological behaviour and 
social disorganisation. 

Personal Disorganisation. 

In India the transition from the rural lo urban economy, 
from handicraft production to the machine industry, con¬ 
comitant with the growth of railways, and industrial towns 
has been too rapid to permit a slow and gradual adaptation 
of the habits and attitudes of the people. Such changes 
have accompanied a continuous cityward drift of popula¬ 
tion, the disruption of the joint family and caste control and 
the unsettlement of status and custom, throwing the indivi¬ 
dual, so to speak, out of doors to the fury of economic 
forces. It is the failure of mental and social adaptation that 
accounts for the prevalence and increase among the 
urban middle classes in India of such diseases as dyspepsia, 
diabetes, tuberculosis, hysteria and insanity iind also of 
suicide. The exodus from the village due to unremunera- 
tive agriculture, indebtedness and multiplication of the land¬ 
less class as well as decay of cottage industrit^s, and the 
overcrowding in industrial cities ami towns with inadequate 
opportunities of employment of women labour, have 
introduced new problems of moral and social deterioration 
unknown before. Intemperance and prostitution in all our 
industrial cities are alike the results of a striking excess of 
males over females, overcrowding in slums, casual employ¬ 
ment, physical mobility and mental restlessness. 

When labourers flock to the bustis and bazacirs honey¬ 
combed with single huts, in which there is little privacy, 
where they cannot live with their families and where there 
is no segregation between the sexes, immorality naturally 
becomes common. Some who have left behind their families 
in village homes marry again or become addicted to vice 
and settle down in the busti. Prostitution is common in the 
industrial town since social lies and formal and institutional 
controls that function in the relatively static rural community 
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have disappeared. Most of the industrial workers of India 
are recruited from the lower castes. In the industrial towns 
in Bengal nearly half of the women workers belong to the 
depressed castes. Now, women from such castes do not 
maintain high standards of morality. The disparity between 
the proportions of the sexes also indirectly encourages 
drunkenness, lawlessness, vice and prostitution. In one of 
the mill-towns of Hooghly district, Bengal, out of the 
300 women immigrant workers, one in three admitted being 
a prostitute; among the people born in Hooghly, one-third 
of the families worked in the mills, of whom one in every 
four professed to be prostitute. As a matter of fact in many 
bustis, and bazars in the mill areas there is practically open 
prostitution especially on off-days and holidays. 

In the new liminal towns and in Calcutta the prostitute 
is, indeed, more in evidence than her more virtuous sister, 
the woman worker. She is often seen in the street by night 
and in some quarters fairly in herds. Along with the 
congested slums, taverns, tea and coffee shops, she seems to 
be regarded as being as essential to existence as industrialism 
and the bitter loneliness and coarse relaxation of an alien 
urban life. 

Excessive mobility means anonymity and licence for the 
individual who easily escapes from the traditional social 
disciplinary forces while at the same time is exposed to 
intense stimulation, adventure and excitement. It increases 
the eat-drink-and-be-merry attitude and puls a premium on 
coarse relaxation such as drinking, gambling and sensual 
enjoyment. 

The liminal town is a town for the most part of the 
single man who moves from one hut to another with an un¬ 
usual frequency uprooting him from all objects, habits and 
attitudes which formerly rooted him to the soil, home and 
community in his traditional cultural milieu. 

Rehabilitation of Community Organisation. 

The entire trend of social and economic forces in India 
is bringing about both social and individual crisis in our 
new cities and industrial towns where the disintegration of 
family, caste and community habits, has made it more and 
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more difficult for many individuals to construct a new life- 
organisation out of the remnants of the old. These become 
the unfortunate victims of social disorganisation: the thieves, 
the paupers, the vagabonds, the prostitutes, who have lost 
their vital contact with society. In a highly mobile area 
where contacts are numerous but the absence of education 
prevents the development of secondary relationships of a 
stable kind, the rehabilitation of the ancient system of caste 
government often hinders disorganisation and serves as an 
inevitable device for effecting accommodation. The primary 
group here restores the ecological pattern of the village in 
the slum of the industrial town. Soctial opinion develops 
and the new habitat takes on the appearance of stability. 

In a few industrial towns we find that the migrant 
workers live with their castemen in separate muJiallas and 
hamlets, importing into the slums the caste panchayat which 
acts as a stable socially defining organisation. It is the 
panchayat which warns a girl of loose morals, brings to book 
a man of evil reputation, settles a dispute with an usurious 
moneylender and organises pious story-telling, song and 
music in many a moolil night of well-earned rest. The 
castemen bring also their gods into sluindom: Ramji, 
Hanuman, Ganesh and the rest. Tlius the validity of old 
norms is re-established in an environment of social unsettle- 
raent and disorganisation, helping individuals to recover the 
old verities or re-orient their original tenets of life-organisa¬ 
tion to new conditions. Social workers have always found 
the panchayat useful in organising co-oyierative credit, 
housing and industrial societies and arranging for adult 
education, entertainment and recreation in the slum areas. 

The essence of social welfare is to fight anti-social 
attitudes and behaviour through the re-establishment of a 
stable community organisation, which may re-define- the 
social situation, and gradually rebuild the life-organisation 
for persons who have suffered loss of status. Complete loss 
of status or caste is a paralysing crisis for the individual 
whether a pauper, a criminal, a prostitute, a person, who 
attempts suicide or one who escapes normal contacts by 
developing the delusions of insanity. The way of recovery 
lies in each case through the re-establishment of stable 
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social contacts with adequate social rules and definitions, 
which may give the heartening support for a satisfactory re¬ 
orientation of the person’s life-organisation. An ostracised 
girl, who has made a mis-step, flees from her village and 
tries to get even with her relations by drink and vice in the 
anonymity of the city. A boy becomes a thief or cocaine- 
smuggler because his mother has disgraced herself, or his 
brothers do not treat him well at home. A political offender 
who has betrayed his companions commits suicide. A 
woman whose eccentricities are ridiculed by her set seeks 
refuge from reality in hallucinations. In each case the 
sympathy and encouragement of the group can restore the 
sense of social values and bring back the rebel. 

By re-organising panchayais or re-creating them where 
they do not exist so that these may revive essential group 
attitudes and standards in the new environment, much of 
social deterioration and individual disorganisation has been 
prevented in the Indian towns. This is an illustration how 
the essential patterns of social integration which are a part 
of cultural heritage in the village may smooth the individual’s 
spatial adjustment to his new environment. By piecing 
together the broken fragments of community life and inspir¬ 
ing community cooperation, the organisation of the urban 
area into neighbourhoods, castes and functional groups may 
secure physical and social stability and unity which were 
once thought obtainable only in simple, self-sufficient rural 
society. 




THE NEED FOR THE DEVELOPMENT OF RESEARCH 
WORK IN AGRICULTURAL ECONOMICS IN INDIA 


BY 

Arjan Singh, B.Sc., Ph.D., 

Punjab Agricultural College, Ly all pur. 

With the development of modern industry, means of 
communication, money economy, and of inter-regional and 
international trade. Agriculture has been brought into the 
commercial system of the world. Farming today is a 
business and in it, like most of the industrial concerns, 
competition is the order of the day. In various parts of the 
world, agriculture as a whole competes with other industries 
and occupations for labour and capital; various farm 
products compete with one another for land, labour and 
capital; whilst farmers have keen competition among them¬ 
selves. The severity of this competition is increasing every 
day as the farmer’s market is extending in time and space 
through scientific discoveries and inventions. Every change 
resulting from research in physical and biological sciences, 
like improvement in the efficiency of plants and animals, 
savings resulting from their better methods of production 
and protection, elimination of waste, and utilization of 
agricultural products, etc., has a direct bearing on the eco¬ 
nomic organization of production from land. Various 
inventions and discoveries, however, do not come to be 
known all at once and at the same time in all parts of the 
world; they are first adopted in the countries of their origin 
and hence such countries have an advantage over the others. 
Similarly in any country, he who makes an early applica¬ 
tion of a scientific discovery, derives the greatest benefit. 

This competitive nature of agriculture has made produc¬ 
tion from land an extremely complex process involving 
numerous forces and conditions, acting, reacting and inter¬ 
acting on one another. Some of these forces are physical, 
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some are biological, and some are economic. It is the 
function of the physical and biological sciences to study the 
first two sets of forces and it is the duty of an economist to 
make clear the economic forces with which the farmer has 
to deal. The physicists and the biologists show us how to 
obtain high yields of plant and animal products of superior 
quality, how to protect machinery of production from 
ravages of pests and diseases, and how to eliminate wastage 
of agricultural products by explaining “ whys ”, such as, 
why soil tillage is necessary for crop production, why the 
same soil cannot produce large yields of the same crop year 
after year, and why a manure of a particular chemical 
composition is valuable for an exhausted soil, etc. But the 
economist on the other hand has to direct and study the 
financial results of various methods and systems of produc¬ 
tion with a view to investigating the general policy of farm 
organization, such as, what to produce ” and how much 
of each to produce ” so as to get maximum profit under a 
given set of conditions. 

No definite line of demarcation can be drawn between 
the economic problems and the technical problems. Most 
problems have both sides. Technical studies show what is 
possible while economic studies indicate what is expedient. 
The former shows what land, labour and capital will produce 
if used in certain ways, while the latter will indicate how 
they should be used to secure best financial results. 

During the last century, as a result of scientific 
discoveries, the problem of what to produce ” has become 
very complicated. From the standpoint of suitability to 
soil and climate there are now many alternatives with a wide 
range of choice. Wheat, gram, barley; cotton, maize, sugar¬ 
cane, tobacco, “ jowar” (Great millet), ‘‘bajra ” (Bulamsh 
or spiked millet); groundnut, ‘‘moth” (Phaseolus aconiti 
folius), “ mash ” (Phaseolus sodiatus), “ mung ” (Phaseolus 
mungo); “ Senji ” (melliotus parviflora), “ shaftal ” 
(Trifolium resupinotum), “berseem” (Trifolium alexandri- 
um), apples, plums, peaches; oranges, maltas, lemons; 
potatoes, turnips, radish, carrot; gourd, melons, lady’s 
finger, brinjal; and all other agricultural products have to 
be produced where the physical conditions are suitable, but 
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within these limits economic forces like supply and demand 
of labour, supply and demand of capital, marketing 
facilities including state control of prices through tariffs, 
duties, subsidies, quotas and currency policies, etc., become 
prime factors in determining “ what to produce ” at a 
particular time and place. In order to obtain maximum 
profits from farm business it is necessary to consider how 
the choice of various crops affect the farm profits. Not 
only that, it is also very important to know how much of 
each of these enterprises be undertaken so as to run the farm 
efficiently. Should the farmer aim at maximum outturns 
as advised by technical experts or should he aim at 
something less? If the latter, how much less? Such 
questions are to a great extent outside the domain of the 
physicists and biologists. 

In the long run, in the process of production from 
land, we have to fight against the economic law of Diminish¬ 
ing Returns. Any attempt to wring out the last seer ” of 
grain, sugar or fibre, cannot be justified unless maximum 
production is accompanied by maximum financial gain. It 
is always the economic factor that controls production over 
a long period of time. 

It must, however, be noted that the problems of most 
profitable choice and most profitable combination of enter¬ 
prises cannot be settled easily and once for all. As the 
economic conditions are always changing, conclusions which 
are rated at one time and place cannot necessarily hold good 
at another lime and space; often only temporary and local 
solutions are possible. The economic problem of the farm 
is, therefore, one of continuous adjustment of the farmer’^s 
activities to changing conditions. It is the most important 
duty of the economist to elucidate and measure the economic 
forces and draw practical conclusions which may lead 
to the realization of maximum net profit to the farming 
community. 

In almost all civilized countries of the world, agri¬ 
cultural economist is a great social force and a new type of 
farm management advisory service has become a part of the 
Government programme of agricultural research and 
advisory work. 
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In U.S.A. the Bureau of Agricultural Economics, the 
U.S.D.A. Extension Staff and the State Agricultural Stations 
and Colleges independently or in close co-operation with 
each other carry on the economic advisory work. Since the 
size of agricultural units in that country is large, consider¬ 
able stress is laid on the farm management problems of an 
individual farmer. The principal centres of early develop¬ 
ment were U.S.D.A. and the Stale Colleges of the Univer¬ 
sities of Minnesota, Cornell, Wisconsin and Illinois. The 
first systematic study was started as early as in 1902 by the 
Minnesota Agricultural Station. Now almost all states have 
necessary funds for research and advisory services in this 
connection. 

In Great Britain this work originated with the establish¬ 
ment of Agricultural Economic Research Institute at Oxford 
in 1913, of an Agricultural Costings Committee under the 
auspices of the British (/overimient between 1918 and 1920, 
and of the advisory service in Agricultural Economics after 
1922. The Agricultural Costings Committee arose out of 
the exegencies of war; its activities were expected to yiedd 
data of value for the purpose of fixing prices of agricultural 
produce. The work at present is being conducted by the 
Oxford Institute and the advisory officers attached to various 
Universities and Colleges, who collect and study data based 
on farm records so as to give sound and effective advice to 
farmers and the Slate in economic questions affecting 
agriculture. 

On the continent of Europe this work has developed 
under the supervision of central organizations or societies 
with a view to assisting the farming community in general. 
The first attempt to farm management may be attributed to 
the Howard Agency in (Germany which was established in 
1872. Now in this country this work is carried on under 
the control of Agricultural Council (Landwirlschafsrat) by 
Book-keeping offices affiliated to this department by their 
Union (Reichsverland). In Switzerland the work started 
with the establishment of a farm accountancy centre in 1900 
and now the data are collected, analysed and published by 
the Division of Accounting of the Swiss Farmers’ Union. 
It is used both for teaching and advisory services. In 
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Denmark this work started in 1910. The main work of the 
collection of data is carried on by a number of local account¬ 
ing associations, whereas the final analysis and publication 
of results is done by the Bureau of Agricultural Economics 
and Farm Management (Det Land konomiske Driftsbureau). 
In Czechoslovakia, the Institute of Agricultural Accounting 
and Rural Economy has done much towards the promotion 
of accounting practices amongst farmers of this country. 

In the rest of the world, with the exception of only a 
few countries in Europe and Asia, the economic advisory 
service is still undeveloped. In India this research work is 
still in its infancy. Statistically significant data as regards 
profitableness of farming, relative profitableness of different 
sizes and types of fanns, etc., are almost lacking. Only in 
a few provinces efforts have been made to study the economic 
problems relating to agriculture. The need for the develop¬ 
ment of this work on a large scale is, however, apparent. 
With the development of rail, road and other means of 
communication, the self-sufficiency of our agricultural units 
is breaking up and our countryside is fast changing and is 
becoming more and more connected with the outside world. 
The money crops are taking an important place in our 
agriculture and considerable advance has been made in the 
Scientific Research and in technology and in their applica¬ 
tion to the agricultural industry. The science of plant 
genetics has, in many cases, effectively obtained plants which 
give higher production, yield better quality of products, are 
more resistant to diseases than their prototypes grown before 
or are being grown at present. Almost innumerable 
varieties of wheat, cotton, sugarcane, rice, oilseeds, fodder 
crops, etc., have been introduced which represent improve¬ 
ments over their predecessors. 

The high-yielding and rust-resisting varieties of wheal, 
cottons of longer and finer staple, sugarcanes with higher 
sucrose contents and varying times of ripening, and fruits 
of better colour and taste and higher-keeping quality are all 
results of hard labour of research workers in the biological 
sciences. Rapid strides have also been made in the niethods 
of plant protection from diseases and pests which cause 
enormous losses. Researches as regards life-history of 
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insect pests and diseases and effectiveness of insecticides and 
fungacides have yielded results of fundamental character 
and far-reaching importance. 

Biological research has also made contribution in the 
utilization of plant materials. The ensiling of fodder 
crops, compost making of waste products at the farms, the 
preservation of fruits and vegetables, etc., are all its results. 
Notable advances have also been made in animal nutrition, 
breeding and diseases. 

While these are the examples of improvements which 
yield a greater absolute produce without an equivalent 
increase of labour, those which have not the power of 
increasing the produce, but have that of diminishing the 
labour and expenses have also played an important part. 
Among these may be included improved implements and 
machinery, mechanical power, good roads and means of 
communication and better lay-out of farms or consolidation 
of holdings. 

The only weakness in our research programme seems 
to be that of the absence of the research work in agricultural 
economics. Under our rapidly changing economic condi¬ 
tions the knowledge of the business side of farming is also 
of great importance. At present no staff exists for this 
l)urpose. There are a few Boards of Economic Inquiry in 
some provinces, but the main objects of these institutions 
do not include research in the economics of farm manage¬ 
ment or the internal management of the farm affecting the 
profits of those engaged in it. Researches in the external 
factors which determine the course of production and the 
prices of agricultural products are also needed. 

Probably the best way to start work would be to appoint 
Agricultural Economists with necessary staff under various 
Provincial Departments of Agriculture. It will be the 
function of these officers to study the economic facts that 
underlie the farm business and to assist the State in the 
solution of some of our economic problems by supplying 
reliable and adequate facts and figures. 

In a large part of our country, luckily, we have got an 
elaborate system of collecting general agricultural statistics, 
which deal with area, production, prices of agricultural 
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products, number of livestock, inland trade, foreign imports 
and exports, etc. These statistics are very useful in many 
ways for in their absence no general knowledge of our 
agriculture could exist. But the trouble with these figures 
is that they are published in totals or averages of political 
divisions whereas farming types naturally group themselves 
by soil, climatic and marketing conditions. Furthermore 
such information of general character is insufficient for the 
consideration of our complex economic problems. It is, 
therefore, of great importance that we muct first carry 
out a systematic and detailed examination of the statistics 
collected and their system of collection, compilation and 
presentation in the final forms. With only a little amount 
of extra trouble and expense a large amount of useful 
material will be available. 

To get an intimate knowledge of what farming is, as it 
has developed under different soil and climatic conditions, 
requires a close study of resources and conditions under 
which production is carried on. For this purpose, the 
country may first be divided into economic zones and 
different villages, one in each zone, or 1 in 5 miles or 1 in 
10 miles or 1 in 15 miles from a large town, may then be 
surveyed. This will indicate the general agricultural condi¬ 
tions and problems of various regions but will not provide 
material for research and advisory work. For this purpose 
we shall have to resort to some simple system of farm 
accounting or record keeping on some selected agricultural 
units. In this task, close co-operation between the Agri¬ 
cultural Economist and the District Agricultural Advisory 
Staff will be needed. To begin with the farms to be studied 
will be selected by the Agricultural Economist and his staff 
in consultation with the local authorities, but during the year 
the supervision of recording work will most economically 
be carried out by the District Staff whose duty is to tour in 
the area under their jurisdiction throughout the year and to 
give advice to the farmers on all matters concerning the 
technical and economic side of agricultural production. 
Whenever in connection with their usual duties, these officers 
visit a village, they may as well check the records if they are 
maintained by any farmer in that village. Occasional 
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surprise visits will, of course, be made by the Agricultural 
Economist or his staff. At the close of the year accounts 
will be brought, compiled and analysed. 

The data yielded by this method will be useful, not 
only for the agricultural economist himself but also for 
various experts and specialists engaged ip the improvement 
of the technical side of agricultural production. It is 
obvious that while the work of various specialists, e.g., 
Chemist, Botanist, Entomologist, etc., runs parallel, the work 
of an Economist runs cross-wise the whole field. This 
information will be of considerable help to the staff engaged 
in the advisory work. It will also provide a reliable 
material to teachers in Agricultural Colleges. 

Reliable and adequate data on farm returns and profits, 
etc., will also serve as a useful guide in adopting public 
policies which usually involve a great expense. In the 
consideration of the extent of relief in land revenue to the 
agriculturists (such as is being determined now by the 
Punjab Government) modification or changes of assessment 
rates, the change in the contract status between the landlord 
and the tenant (such as is facing us in Bengal, U.P., Punjab 
and several other Provinces), between the cultivators and the 
labourers, between the debtors and creditors; utilization of 
land, and the development of social works, like the rail and 
road building, etc., unless action taken is sound, it may lead 
to very grave results. 
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SOME METHODS OF RESEARCH IN FARM 
ECONOMICS 


BY 

Arjan Singh, B.Sc. (Agri.), Ph.D. (Wales), 

Punjab Agricultural College, Lyallpur. 

Introduction. 

In the study of a problem, the first step is to collect 
data which are or ought to be “ facts,” And by this we 
mean “ experiences which we cannot altogether fashion as 
we please to suit our convenience or our own sense of what 
is fitting or desirable, but have largely to accept as they 
come to us.” Tlie next step is to register the facts carefully, 
classify them, formulate hypotheses, test the tentative 
conclusions and finally reduce them to simple and easily 
intelligible terms. The success of an investigation would 
depend upon the accuracy of data and their correct analysis 
and interpretation. In other words it means that a scientific 
research worker takes more pains than the man in the street 
does to get at a large body of facts, in systematising and 
analysing these facts, and in drawing inferences from them. 
In all these, he ob.senes a certain logical process which we 
term as a “ scientific method.” When the processes of 
gathering facts, sifting, classifying and analyzing them are 
observed closely, it will be found that they take different 
forms. These forms are called different ‘ methods,’ 

The classification of these methods by various 
authorities varies a good deal. Some classify them as 
Deductive and Inductive, some as qualitative and quanti¬ 
tative, some as mathematical and emperical, explanatory and 
verificatory, some as analogy, case, informal statistical, 
formal statistical, and experimental and some likewise as 
Historical, Geographical and non-geographical. There are, 
however, tliree well recognized ways by which an economic 
investigator in agriculture can collect the material required 
to study a problem. First, it may be obtained by keeping 
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a careful record of the details of farm work and the business 
transactions of the farms selected for this purpose. Second, 
by interviewing the farmers who supply it from their 
memory or from such desultory records as may be available 
with them. Third, a questionnaire may be sent by mail to 
the farmers conctnned in order to obtain the data. These 
methods are known as accounting,” “ the farm business 
surveysand the mailed Questionnaire ” respectively. 
Depending upon the details of accounts kept, the account¬ 
ing ” method has three main subdivisions which are called 
as Full cost accounting/* Single enterprise accounting ” 
and the “ Financial accounting.” Very often all these 
methods are grouped into three; classes, only, viz., Cost 
accounting,*'*' Financial accounting,*’ and “ Survt^ys,” the 
other two, z.e., "\Single enterprise accounting ” and 
Questionnaire ” being taken as supj)]ementary to these 
methods. In addition to these basal methods, there are 
some intermediate methods (classified financial accounting, 
inventory, simple diary, physical records, etc.) which, how¬ 
ever, have some features of the main methods and need not 
therefore, be mentioned separately. 

Full Cost Accounting .—The full (‘ost accounting 
involves the analysis of all expenditure and its distribution 
as precisely as possible amongst the ultimate farm products 
for sale, so as to find out the costs, returns, and profitvS on 
each unit of production, fn order tt) have a complete set of 
cost accounting, lour types of n*cord^ are necessary—the 
inventory: financial record of receipts and expenses; physical 
records of nroduction and inati^rials used in each unit of 
produclion; and a (complete record of labour of manual, 
animal, and mechanical power for each enterprise. At the 
end of the year tin* accounts an* clostul and cost of produc¬ 
tion of each product is determined. 

This system of accounts has been greatly developed in 
Great Britain and IJ.S.A. with many objectives. Broadly 
speaking, they can all be grouped under three headings: — 
(1) Price controlling objectives; (2) Educational uses; and 
(3) Stimulating farm management efficiency. Besides 
determination of cost and price relationships and the fixation 
of price by legislative and administrative action, the first 
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group includes the determination of the extent of other 
measures of protection for agriculture such as those connect¬ 
ed with taxation, tariffs, duties, subsidies, railway freights, 
etc. In the second group, i.e., in the educational uses, we 
may include the usefulness of cost ’’ information to the 
farmers or their representative bodies for the purpose of 
creating better understanding between the producers and the 
consumers, comparison of agricultural incomes and costs 
with other industries, the educational value of these data to 
the prospective farmers, development of practical methods 
of farm book-keeping, the provision of practical data on 
farm management to agricultural schools and colleges, and 
the development of literature on farm management, and an 
effective class of teachers in this subject. Lnder the third 
purpose, i.(\, increasing farm management efficiency, 
numerous sub-headings may be made, but nearly all of them 
amtre round the determination of relative profitableness of 
different enterprises of the farm business, relative economy 
of different classes of equipment, different operations, and 
practices and methods of disposal of produce, organization 
and utilization of labour and feeds, and tlie establishment of 
(‘fficiency standards or measures. 

The usefulness of cost data in \ariou^ fields is often 
(juestioned and the liniilalions of this method are widely 
recognized, the chief among them being, the difficulty of 
ascertaining the accurate costs, disagreement amongst 
investigators as regards elements of costs and prin(a])le> of 
accounting, and the high cost ami heavy work coniuoied with 
accounting and record keeping which limit costing studies 
to a small number of farms only. 

Since many elements in tht^ cost of production cannot 
be ascertained directly, absolute, accuracy of tlK>c figures 
is not ascertainable. In the evaluation of labour and 
materials required to })roduce a commodity, a large degree 
of estimation is needed. Most of the farm pioducts are 
joint products, produced as a result of the same work. For 
example, in the production of wheat or other cereals, the 
production of straw is a necessary adjunct. So are maize 
stalks in maize production, or cotton sticks in cotton produc¬ 
tion or cotton seed in cotton lint produ(;tion, and several 
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Other products like skim milk and whey in butter and cheese 
production or poultry in egg production, etc. The 
allocation of cost between these products can only 
be made on some arbitrary principles. Similarly the same 
equipment of bullocks, implements, etc., is used for the 
production of various crops and livestock requiring atten¬ 
tion at different times of the year. Again some expenses 
like those connected with water channels, fences, carts, 
buildings, etc. are incurred for the farm business as a whole 
or a part thereof, and the allocation of such overhead costs 
can only be male on some rules or principles arbitrarily 
selected. 

In fact an ordinary farm consists of a number of 
sections which are so closely linked up with each other that 
it is impossible to sort out costs for separate enterprises 
with accuracy. On the arable farms, for example, 
the rotation of crops is a unified process of produc¬ 
tion. Various crops benefit or harm the other crops in a 
rotation in different ways, the effect of which is rather 
difficult to assess. Under these conditions the determina¬ 
tion of the residual effect of the farm yard manure becomes 
a difficult task. Besides this, various farm operations are 
dovetailed with each other to such an extent, that it is well 
nigh impossible to estimate precisely this effect for indivi¬ 
dual enterprises. For instance, in the rotation—maize, 
Senji ” (Indian clover), sugarcane, wheat—followed on 
some lands in the Punjab, when maize is intercullured, the 
seed bed for senji ” is also prepared or when irrigation 
is given to maize in its last stages of growth, the water 
applied is utilized in part by maize and in part by “ senji.” 
Again while the former serves as a nurse crop for the latter, 
the latter in turn is abl<*. to draw upon the nitrogen of the 
atmosphere, provide food for its growth and leave the land 
in a fertile condition for sugarcane. This crop in turn 
again has a beneficial effect on wheat. 

We may mention here some of the other difficulties 
encountered in cost accounting work, as well. First of all 
there is the question of the valuation of farm products 
produced and consumed on the farm. Should they be 
charged at cost price, or at market price? In Great Britain 
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there seems to be an accepted rule of accountancy which 
gives definite directions to charge all products at cost. On 
the other hand, in U.S.A., the market price minus the cost 
of delivering the goods to the market is generally adopted. 
Various parties accept and advocate the rules of accounting 
which serve them best. The valuation of unpaid family is 
another difficulty. Should it be valued at what it costs to 
hire labour to do the same job, or what this labour would 
earn if it were utilized elsewhere? 

There is also a difference of opinion as regards the 
inclusion of rent of land and interest on investment in the 
cost figures. Some include both, others exclude both, still 
others include interest and exclude rent, while in Great 
Britain it is usual to include rent but exclude interest on 
owned capital. Furthermore some investigators include a 
charge for management, but mostly this is not done. It is 
not possible to take full discussion on these points, the above 
mentioned difficulties have been pointed out simply to show 
that in the preparation of cost figures an investigator has to 
encounter a number of problems of a very highly complicat¬ 
ed nature. 

It is thus clear that the validity of cost data is effected 
to a considerable extent by the principles adopted for 
calculating the costs, the items included and the methods of 
valuation. All such figures should, therefore, be accepted 
with great care. It is rather difficult to arrive at a figure 
which properly represents the cost of production of a com¬ 
modity. The cost studies invariably bring out a wide range 
of costs, the average being suggested as the representative 
cost figure in the consideration of the relation of cost to 
price. But since the average cost tends to divide the 
producers into two groups of about equal size, it cannot 
serve the purpose of determining the price at which an 
adequate supply of production will be forthcoming. It 
follows, therefore, that the cost should cover the bulk of 
production. This consideration has given rise to the deve¬ 
lopment of a bulk-line ’’ theory, which is more or less a 
modification of the economist’s theory of marginal cost. In 
practice the bulk line has been taken to include about 85 
per cent of production, but this is merely an arbitrary basis. 
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While it is true there is an important relation between 
the ‘‘ cost of production ” and the price, it is clear that there 
are many other factors which also enter into this problem. 
The prices of most staple products are made by competitive 
forces in which market demand and fluctuating supply trans¬ 
portation, customs, substitutions, etc. exert a great influence. 
Farmers’ reactions to losses and low margin of profits are so 
slow that the theory of farmers changing the type of produc¬ 
tion because of low margin of profits, is actually substan¬ 
tiated in practice only to a small extent. Moreover there 
are some enterprises which must be kept on a farm in order 
to provide occupation for labour in slack periods or utilize 
some by-products of other enterprises, or maintain soil 
fertility, even if they are not paying concerns. The limita¬ 
tion of the figures as regards relative profitableness of 
various enterprises are, thus, clearly visible. 

In view of the fact that accuracy of detail is an esstm- 
tial feature of the cost studies, this work overwhelms the 
farmer as well as the investigator. The records of the 
utilization of labour by various enterprises and food con¬ 
sumed by various classes of animals cannot be obtained 
without a considerable expenditure of time, money and 
labour. On account of these difficulties, the number of 
farms coming under this type of investigation is usually 
small and the sample is rarely, if ever, large enough for 
statistical analysis, or truly representative of conditions 
prevailing in the universe studied. 

No doubt, the use of full cost accounts for the study of 
farm problems, on a large scale is not possible, but the cost¬ 
ing of a few farms is essential for the proper understanding 
of the farm business. No other form of recording can 
approach cost accounts, as means of displaying the full 
structure of the farm business and interlocking complexity 
of its departments. This point is of special importance in 
India since reliable and complete information on farm 
organization is not yet available. Furthermore, when the 
regulation of prices or control of markets is attempted, 
recorded costs of production, provided they are recorded on 
clearly defined principles, showing quantities which may be 
priced at one level or another, arc of great value against 
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assertions of money returns or incomes required to maintain 
production. So long as principles are clearly defined, 
methods are definitely fixed and followed and costs are fair¬ 
ly numerous, they will always have some influence on the 
administrative determination of prices or returns from crops 
and livestock. 

Enterprise Studies: 

The object of the enterprise studies (By enterprise is 
meant a separate cro)) or a class of livestock) is more or less 
similar to that of full cost accounting except that in this case 
attempt is made to study the efficiency of production and the 
factors that make for success of a single enterprise 
only which plays an important part in the economy 
of farm. 

The enterprise studies are conducted either along the 
lines of surveys or by accounting method. Usually the former 
is resorted to when only the gross factors of expenditure and 
income are required, but when details of expenditure, labour 
distribution and enterprise relationshi])s are wanted, a daily 
accounting record is the only satisfactory source of 
information. 

With a given amount of time and money, this method 
allows the covering of a larger area and ihe study of a 
greater number of instances than is possible with the full 
cost method. New methods, new enterprises, and new 
equi])merit etc. are introduced from time to time and the 
enterprise studies yield information on these subjects which 
it would be difficult or impossible to obtain quickly through 
detailed cost studies. Moreover in the case of the latter, by 
the time the results are available, these methods or practices 
might become obsolete and instead new problems may have 
arisen. 

To obtain representative evidence as regards an enter¬ 
prise at a particular time, it is essential to obtain a volume 
of data that covers all practices followed in its production. 
With the enterprise studies, it is possible not only to have a 
sufficient number of records, but also a number of instances 
for each of the practices of production that are in vogue in 
an area. With such detailed information, it is possible to 
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establish ‘‘normal ” figures for various operations, yields 
and costs, etc. 

The enterprise studies are best obtained for special or 
more or less staple products like wheat, cotton, etc. but 
when it is intended to draw conclusions as to the advisability 
of curtailing or increasing the production of a particular 
enterprise, it is desirable to study the relation that exists 
between the special enterprise and the farm business as a 
whole. With this method usually the physical inputs of 
labour and materials are recorded and the money costs may 
or may not be applied to these. But when these figures are 
expressed in terms of money, a considerable degree of 
estimation is needed. In recent years, on account of this 
reason, the tendency has been to lay more and more stress 
on the quantitative data rather than on money costs in the 
Western countries. 

Financial accounting: 

The financial accounting method of approach to farm 
management problems is based on the study of simple finan¬ 
cial records which vary a good deal in detail from simple 
cash and inventory record, to systems of accounting yielding 
all information supplied by cost accounts except labour 
records. As compared with cost accounts it is much simpler 
in character, for in this case no attempt is made to break the 
farm unit into various sections. Normally the interdepend¬ 
ence between various enterprises of the farm business is so 
great that to increase or decrease the production of one of 
them without consideration of other enterprises is more or 
less impossible. All individual enterprises contribute their 
share jointly with others towards farm income in farm unit 
as a whole. This share may consist in the actual cash 
return, in improving or maintaining the productivity of 
other enterprises, in the utilization of by-products and non- 
inarketable products, or in the utilization of labour which 
otherwise may be wasted. It is thus clear that it is not the 
individual enterprises that are important, it is rather their 
total effect that is important. These characteristics of farm 
business have been clearly recognized and the study of the 
farm as a unit organization has found a great favour 
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with a large number of workers in agricultural 
economics. 

This method, besides financial condition and descrip¬ 
tion of the farm, gives the main lines of production, stock 
carried, etc. The diagnosis as regards the efficiency of farm 
management is based on more readily apparent symptoms, 
e./y., farm income, labour income, family labour earnings, 
gross output, net output etc. for each factor of production, 
type of production, proportion in which various enterprises 
are combined, crop and livestock yields, size of business, 
capitalization, etc. This gives to the individual farmer a 
means of comparing his results with those engaged in various 
types of agricultural production. 

The preparation and analysis of financial accounts 
present fewer complications and less laborious task than are 
associated with cost accounts. For this reason, with the 
same expenditure of time and money, accounts can be obtain¬ 
ed from a larger number of farms. In other words by 
reducing the details of records and the simplification of the 
process of accounting, the size of the sample is increased. 

Both cost accounting and financial accounting, the two 
methods already studied have certain characteristics which 
merit consideration before dealing with extensive methods, 
viz., surveys and questionnaire. The accounting method in 
general has the following points in its favour; — 

1. Accounts yield more comprehensive information 

regarding farm business than less costly 

methods. 

2. With accounts it is possible to secure greater 

accuracy in data obtained. 

3. Certain types of information such as utilization 

and distribution of labour and foods can 

only be secured through regular accounts. 

4. From research point of view accounts have 

special value. 

5. For planning next year’s operations accounts 

serve as a useful guide. 

F. 7 
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By accounting the farmers learn to keep not only the 
records of their business, but are also led to adopt a more 
businesslike attitude towards farming operations. Besides 
these, farm accounts supply a large amount of information 
merely as a by-product; the investigators interested in such 
questions as taxation, credit, prices, labour, etc., draw useful 
information from such studies. 

The accounting methods have, however, several draw¬ 
backs, In general they are more expensive than the exten¬ 
sive methods of study. The matter of accuracy seems also 
to be overemphasized, at the best it is more or less relative. 
Full accuracy is not only expensive, but in many cases 
practically impossible to attain. For many purpose a large 
number of records with only a fair accuracy may be much 
more valuable than a small number of carefully checked 
records. One great disadvantage in accounting studies is 
that accounts must be started without knowing the normality 
of the situation to be studied. 

Physical and economic conditions change from time to 
time and such conditions may produce such an abnormal 
position that results may have very little value by the time 
they are available. Another important difficulty in accounts 
is that it is very difficult, if not impossible, to obtain an 
average picture of farming conditions. It is mainly for this 
purpose that survey ” method is adopted. 

The Survey Method: 

The word survey as applied to agriculture means the 
inspection of conditions under which farming is carried on 
in a particular area, region or country. The making of 
surveys is, perhaps, as old as civilization. The earliest surveys 
were those of travellers who recorded their impressions of 
journeys in new lands. Most of the old surveys had, how¬ 
ever, two great drawbacks. One was that they included 
many unsystematised observations. Secondly, they usually 
dealt with conspicuous and unusual features only. 

To stress the striking rather than the normal conditions 
is one of the greatest weaknesses of the human nature. 
Such observational studies, however, do not take the place 
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of a statistical study which is the object of the modern survey 
method as it is understood in agricultural economics. 

The usual procedure of conducting survey is to ascer¬ 
tain certain facts relating to farm business from a number 
of farmers selected for this purpose. This number will 
depend upon the staff and money available and the proposed 
groups and sub-groups required in the final analysis. Usual¬ 
ly one sub-group requires at least 20 records and on this 
basis a study involving 10 sub-groups would require not less 
than 200 records. Any number over 200 is considered to 
be a good number. Much, of course, would depend upon the 
objectives of the survey, but all the same it seems to be 
essential that the sample studied must be large so as to give 
proper chance of inclusion of all conditions existing in an 
area. Moreover according to the so called law of averages, 
the larger the number, the more reliable the average. The 
reason for this is that with a larger number of observations 
there is a better chance for any error to be cancelled by a 
similar error in the opposite direction. 

After deciding the size of sample, the selection of the 
farms may be made in various ways. Some of the most 
important practices are:— 

1. Random sampling or selection on the basis of 

lottery. 

2. Selecting every 3rd, 4th, 5th or some other 

ordinal from a complete list of all farms or 
villages if farms are too many. 

3. Route-sampling, i.e., working out from a central 

point in a typical area till a sufficient number 
of cases has been observed. Under this 
practice again selection may be practised as 
shown under (2) above. Sometimes only 
easily accessible farms are examined. 

4. Selection of farms after making a division of 

area into sections and districts. The number 
examined from each section or district may 
be proportionate to the importance of each. 
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5. Selection of typical farms with the aid of local 
people and data supplied by the agricultural 
statistics. 

It is not possible to say dogmatically which of these 
methods is better than the others, because much depends 
upon the nature and object of enquiry, and the conditions 
prevailing in the universe to be studied. It is, however, 
quite obvious that such procedure as those of working out 
from the central point until a certain number of records have 
been secured or studying only those farms or villages which 
are easily accessible etc., do not yield a representative sample. 
The random selection is rare, but even where it is carried 
out, refusals of co-operation are likely to be many. Tlie 
method of selecting farms or villages on some plan of 
stratification is likely to yield a more representative sample 
than otherwise. 

After making a decision of size of sample and 
procedure of sampling, the next step in conducting a survey 
is to prepare a schedule of information required. For this 
purpose it is essential to have a definite object in view and 
to decide upon absolutely essential facts that are to be 
desired to be studied. Both for the sake of the investigator 
and the farmers the number of questions should be kept as 
small as possible. Another important consideration is the 
arrangement of questions. Their sequence should be in a 
logical order, i.e., in an order in which each question 
follows more or less naturally from the answers of previous 
questions. It is best to put those questions first which are 
simple, general and of less personal character or those which 
stimulate interest. Questions dealing with money and those 
which are likely to be resented by the farmer should come 
last. Further, questions should not call for calculations by 
farmers. 

It is best to have two forms—one for taking records in 
fields and the other for office use. Occasionally the same 
form is used for field and office. This, however, does not 
provide sufficient space for making notes or calculations. 

Before starting the work it is desirable that the farmers 
or villages selected may be approached with a view to 
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explaining them the purpose of work and the information 
sought, and obtaining their co-operation. In any case in this 
work the personality of the surveyor is very important. 

In the actual work of survey it is desirable to have two 
investigators working together. But the number of persons 
in the survey party would depend upon the information 
sought, number of farms to be visited and the distance bet¬ 
ween the agricultural units to be visited. 

In the day time the investigations take the primary 
records. In this task the field workers must see that the 
answers given are correct and all blanks are completely 
filled. The unfilled blanks may either mean zero or that 
no record was taken, thus unnecessarily creating a doubtful 
situation. At night all records may be checked by a person 
who usually directs the work and has enough practical 
cxi)erience. Mistakes or omissions, if any, may be correct¬ 
ed either by sending an investigator again to the farm or by 
correspondence. 

The records after checking are transferred to office 
sheets and the calculation work begins when this is finished. 
Relationships between various factors like size of farm, crop 
index, labour input, etc., and the financial success may be 
taken up by grouping records in various ways. Such 
analysis for determining relationships must be done by 
independent factors and not by dependent factors if one 
wants to know the effect of one member of a pair on the 
other. 

The economy and rapidity with which this work is done 
and the wide range of adaptability are special features of 
surveys. Some of the most important problems studied by 
this method in Western countries are, the general economic 
conditions of a particular area, locality or a country, relative 
economy of different enterprises, production methods, 
practices and equipment, factors affecting farm profits, forms 
of land tenures, classification of areas by type of produc¬ 
tion, cost of living, standard of living, movements of 
population, etc. 

Just as has been shown above, the principle on which 
surveys are based is that of systematic questioning and the 
results are largely based on farmers estimates. Because of 
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the fact that the information is supplied by farmers largely 
from their memory, the accuracy of survey data is often 
questioned. No doubt, it is undeniable that individual 
estimates in this case would not approach the accounting 
method in accuracy, but since large number of farms 
are examined, the claim of accuracy of the general results 
is based on the statistical law of averages. 

It seems obvious that unless the farm business is high¬ 
ly complex and diversified, general details of business are 
likely to be known by the average farmers with a fair degree 
of accuracy. On an average the business transactions of a 
farm are few and many of them are fairly large and easily 
remembered by farmers. Although an average farmer 
knows fairly well the details of his business, the accuracy 
of information secured depends to a great extent upon the 
time of conducting the survey, the method of questioning, 
tactfulness and intelligence of the iiwCvStigalor, selection 
of the sample and the number of farms composing the 
sample. 

Mailed Questionnaire: 

The last of all we have to deal with the mailed question¬ 
naire which is nothing but a series of questions answered by 
the farmers concerned without the personal visit of an 
investigator. It is usually sent by mail either to regular 
informants or to fresh ones every time an enquiry is made. 
The first procedure is usually adopted in the collection of 
general agricultural statistics whereas the second for making 
specific enquiries. In its usual form a questionnaire 
contains a short letter explaining the purpose of the enquiry 
followed by a number of questions and blank spaces for 
answers. In the preparation of questions special care must 
be taken. Questions must be simple, clear, well defined and 
easily understood. Each question must be complete in itself 
leaving no room for vagueness. It is always best to have 
questions which can be easily answered by “ yes ” or No ” 
or by a single figure or mark. Questions of personal nature 
should be avoided. 

An excellent plan is to prepare a provisional question¬ 
naire and to give it a short trial before the actual enquiry 
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is taken in hand. Such a test would reveal weaknesses if any. 
After this trial, the questionnaire may be sent to the farmers 
or persons selected for conducting an enquiry. In U.S.A. 
the Bureau of Agricultural Economics conducts a number of 
investigations through mailed questionnaire. Some of the 
returns are voluntary and others are compulsory. In case 
of voluntary returns it has been observed that the printed 
questionnaires have undoubted superiority over the typed or 
mimeographed schedules. The colour of the paper has also 
a definite effect on its pulling power. It has been judged 
that light pink or light yellow give better results. But the 
constant use of the same colour again results in the loss of 
pulling power. It is considered best to use these colours 
alternately. 

In conducting special studies the use of questionnaire 
is limited. It is, however, useful in obtaining chiefly a 
limited amount of information from a large number of 
very widely scattered places, for reconnoitering new pro¬ 
blems, outlining new research projects and supplementing 
data secured by other methods. In obtaining elaborate and 
comprehensive information such as can be secured through 
accounting and surveys, this method is unsuitable. Further¬ 
more, when an agricultural population is illiterate, this 
method cannot be of much use. But wherever it is possible 
a decided advantage of this method is that with a few 
investigators an extensive study of a problem can be made 
at a small cost and also quickly and cheaply. 

In general, the results obtained by this method must be 
considered with its limitations in mind. V/hen a question¬ 
naire is sent to a number of farms, selected at random or 
otherwise, all of them do not reply. Only better educated 
and more intelligent farmers than others tend to reply. 
Thus the results are not truly representative of the universe 
of enquiry. In some, perhaps, many cases, the question¬ 
naire is sent only to a certain selected list of farmers, and 
under these circumstances those replying represent a still 
further selected group. 

As regards the accuracy of data obtained, it appears 
to be obvious that while the results as a whole may be fairly 
accurate, the individual records are not likely to be accurate 
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enough to permit analysis of variations or for use in correla¬ 
tion studies. The average results may, however, be useful 
in indicating trends. 

The applicability of various methods of research to 
agricultural problems in India. 

In some quarters it is believed that these methods are 
not at all suitable for conducting economic investigations in 
India. For instance, Professor Habibur Rahman of the 
Osmania University, Hyderabad in his article published in 
January 1938 issue of the Indian Journal of Economics ” 
writes, that on account of the general illiteracy of the 
farmers, subsistence farming and lack of alternative occupa¬ 
tions for the farming community, it is not possible to adopt 
any of the well known methods of economic research in our 
country. Our problems for immediate solution, he says, are 
too obvious to need any support of detailed statistics and 
investigations. 

No doubt, there is some truth in this statement, but it 
is too much to say that none of these methods is suitable to 
Indian conditions or that there is obviously neither the 
possibility of collecting statistical data nor any scope for 
utilizing them if they were available.”’^ It must be admitted 
that our countryside is fast changing. With the develop¬ 
ment of rail, road and other means of communication, the 
isolation of the village is breaking up; it is becoming more 
and more connected with the outside world. The money 
crops are taking a place in the Indian Agriculture and 
considerable progress has already been made in the scientific 
research and technology and in their application to this 
industry. Rural uplift movements and schemes have taken 
firm roots and education is making rapid progress. Nearly 
every village contains a number of farmers who can read 
and write (not necessarily English). Even the village broad¬ 
casting is now no longer unknown. 

In the Punjab" during the last 14 years a number of 
economic inquiries have been made quite successfully by the 

* Indian Journal of Economics, January 1938, Vol. XVIIL 
Part III, page 241. 
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simple financial accounting, cost accounting and survey 
methods of research. Our experience here shows that since 
our type of farming is very simple, the general details of 
the business are remembered by an average farmer with a 
fair degree of accuracy. Provided the investigator is tactful, 
fairly large number of farmers are visited giving due regard 
to the representativeness of the sample, and the investigator 
reaches them at the proper time, it is not difficult to get 
fairly reliable information on various subjects of economic 
interest. In other parts of India, unless conditions are 
radically different from those prevailing in the Punjab, there 
seems to be every scope of adopting these methods as such 
or in a slightly modified form according to the local 
conditions. 

The other point raised by Professor Habibur Rahman 
questions the usefulness and scope of economic investigations 
and statistics. In his opinion a simple qualitative analysis 
of our economic problems is quite sufficient to deal with 
them successfully. But one of the greatest limitations of 
this method is that conclusions can not be stated with definite¬ 
ness, unless of course, this analysis is of a very high order 
and is the product of best minds. In case of ordinary 
research workers it is essential to supplement qualitative 
analysis by quantitative data, for, otherwise, it will be in¬ 
adequate and therefore unsafe. 

Broadly speaking our problems in agricultural eco¬ 
nomics fall under two heads: (1) those relating to the farm 
management or the management of internal factors affecting 
profits of persons engaged in agriculture; (2) those relating 
to the social economics of agriculture or the external factors 
determining the course of production and the prices of 
agricultural products. In the field of farm management one 
feels rather doubtful as to what an economist can do in an 
almost self sufficient peasantry working under numerous 
handicaps. But a little reflection on the subject will show 
that for bringing about improvement in the lot of our agri¬ 
culturists we can not proceed without an intimate knowledge 
of what farming is as it has developed under different 
agricultural and economic conditions. It is not only the 
question of finding out what is being produced or how it is 
F. 8 
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produced, but it involves a detailed study of resources and 
conditions under which production is carried on. Our agri¬ 
cultural technical experts are showing what is possible, the 
economist must also indicate what is expedient under our 
peculiar circumstances. For effective use of labour (manual 
and bullock) and materials, increasing production through 
the introduction of improved varieties or new crops, develop¬ 
ing resources of income by introducing subsidiary industries, 
and planning production for higher profits, the farm manage¬ 
ment investigations provide a very valuable material. A 
simple statement like grow groundnuts for higher profits 
on ‘ barani ’ lands may be useful in preparing ground for 
the introduction of this crop, but when it comes to its actual 
introduction on a particular farm, it becomes essential to 
consider the economics of this crop in comparison with the 
crop it can replace, the extent of replacement and the effect 
of its introduction on income. Our agricultural advisors 
equipped with such knowledge can be more effective than 
when they possess only vague and indefinite ideas. 

The problems connected with social economics of agri¬ 
culture are primarily the concern of the State. In following 
or framing policies relating to the taxation of agricultural 
population, relief measures (such as fixation of prices, 
restriction of foreign competition, providing credit facilities), 
and adjustment of relations between various agents of 
production etc., unless action taken is based on reliable data, 
it may lead to very grave results. In recent years consider¬ 
able difficulty has been experienced in the fixation of prices 
of sugarcane for the manufacture of white sugar and we 
are now feeling handicapped in revising land revenue or 
assessment charges for modifying contract status between the 
landlords and tenants by the absence of reliable information 
on farm incomes. 

The lines, along which the work of making economic 
investigations can be started, may also be briefly outlined 
here. To begin with it is necessary to divide our country 
into economic regions based on (1) agricultural conditions— 
climate, soil, crops grown etc., (2) distance from consuming 
centres, (3) transport and marketing facilities, and 
(4) general influence of commercial and social contacts and 
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money economy. The density of population and the last 
three points are quite as important as the “ basic agricultural 
conditions.” In this task a comprehensive study of economic 
geography and the general statistics must be conducted and 
the survey method of research must play an important part. 
After dividing the country into economic zones, a number 
of villages in each zone may then be surveyed. Such 
surveys may not be repeated consecutively over a number 
of years. But whatever may be done it seems desirable to 
repeat the Surveys after every 10 or 15 years in the same 
places so as to study long-term trends of agricultural 
production. 

While surveys will indicate general agricultural condi¬ 
tions and problems of various economic regions, they would 
not provide material which may be taken to be of much use 
for research and advisory work. The simple financial 
accounting should form the best basis for this purpose. 
Unlike Western countries it cannot have wide spread use in 
our country, but the maintenance of simple records with 
some farmers in each economic zone will be necessary. 
Depending upon the nature of problems and the quantity of 
funds and staff available, other methods will be required to 
supplement the data secured by this method. With the 
development of financial accounts, the need for conducting 
surveys will decrease. 

The cost studies have a very limited scope in India. 
It would, however be useful to cost a few farms to study and 
properly understand their organization. It seems that cost 
accounting method can be simplified to a great extent to suit 
the Indian conditions. Since our agriculture is only of a 
simple type, tlie allocation of equipment costs and deprecia¬ 
tion, etc., is not a difficult task. In most areas almost the 
same combination of crops is followed year after year. 
Where it is so, the process of the allocation of residues can 
also be simplified to a great extent. As long as direct 
allocations are accurate, refinements of the methods of 
apportioning indirect allocations appear to have a little 
effect on the final result for any specific commodity in the 
combination. These studies will be more useful for 
quantitative data rather than for money costs. 



60 


ARJAN SINGH 


REFERENCES. 

1. Introduction to Science by Thompson. 

2. Cost Accounting applied to Agriculture by J. S. King. 

3. Farm Cost Studies in V,SA. by M. K. Bennett. 

4. Review of Cost Accounting methods in England by A. 

Bridges, (Proceedings of the International Conference 
of Agricultural Economists J929.) 

5. Farm Cost Accounting in US.A, by A. Boss, (IVoceedings 

of the International Conference of Agricultural 
Economists 1930.) 

6. Farm Management Research Technique by M.C.G. Carslaw. 

7. Farming Costs by C. S. Orwin. 

8. Farm Accounts by C. S. Orwin. 

9. Research Method and Proceed are by Social Science Re¬ 

search Council, II.S.A. 

10, Survey method of Research as an approach to the study 

of Agricultural Economics by A. Bridges, (Journal of 
the proceedings of the Agricultural Economics Society. 
England.) 

11, Survey Method of Research in Farm Economics by J.P. 

Maxton. (E.M.B. 14.) 

12, Some methods used in Agricultural Economics Research 

by G. F. Vi^arren, (Proceedings of InU;rnational Con¬ 
ference of Agricultural Economics, year 1929, 



ON CERTAIN LIMITATIONS OF THE THEORY OF 
COMPETITIVE EQUILIBRIUM^ 

BY 

A. K. Dasgupta, M.A., Ph.D. (London), 

Lecturer in Economics^ Dacca University. 

1. Competitive equilibrium postulates a condition in 
which economic subjects find a position of rest in the matter 
of choice between alternatives, that alternative being chosen 
which, under given tastes and the technical possibilities of 
the moment, affords the largest amount of satisfaction. As 
consumer, it is argued, one prefers that good which satisfies 
a relatively more intense desire; and as producer, one prefers 
that line which, other things being equal, promises to be 
more productive. Impelled by a variety of wants of 
different orders of significance, and faced with obstacles and 
resistances arising from environmental conditions, people 
choose; and if they are rational—in the sense that they 
prefer more to less satisfaction—they choose the best 
possible alternative in a given situation. 

Granted the assumption of perfect competition a situa¬ 
tion is envisage;d at which prices of goods are proportional 
to their relative marginal costs, these marginal costs being 
made up of the prices of factors involved in the productive 
process; the factor prices being again equal to the value of 
their respective marginal productivity. Relatively to given 
tastes and obstacles this is a position of maximum satisfac¬ 
tion. The consumers and producers are assumed to make 
the best use of their environment, the former endeavouring 
to maximise satisfaction out of limited income, and the latter 
endeavouring to maximise product out of limited resources. 

^ Read before the Dacca University Economic Association on 
March 3, 1938. Secs. 3—6 form the substance of a course of 
lectures given to Final M.A, students of the University of Dacca 
in the Third Term of the session 1936-’37. 
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And this process may be shown to be working through the 
principle of substitution. 

This can be very well demonstrated on what is known 
as the Indifference Curve apparatus. Given the Indifference 
System of an individual with respect to any two commodities, 
he will attain a more and more preferred position—nobody 
else being adversely affected—until he hits upon that 
combination of goods at which the objective rate of exchange, 
coincides with his psychological rate of substitution. 
Similarly, given the Production Opportunity Curve, or the 
technical rate of substitution of the community, it is possible 
to move an individual to a more preferred position, without 
affecting anybody else adversely, until one of his Indifference 
Curves touches the Opportunity Cost Curve tangentially, that 
is to say, until his psychological rate of substitution coincides 
with the technical rate of substitution.^ 

Perfect competition fulfils these conditions. It ensures 
what may be called an optimum distribution of resources in 
the sense that any deviation from it could only improve the 
position of one by bringing down some other individual or 
individuals to a less preferred position. All economists, to 
whatever school they might belong, would accept these 
central propositions of Theoretical Economics. They are 
indeed implicit in the assumptions of perfect competition. 

These assumptions are the main support of the principle 
of economic liberalism. Adam Smith had once said that 
there was an Invisible Hand regulating economic activities 
and tending to move them towards the greatest good of 
mankind. This attitude held sway over a good part of the 
nineteenth century. The social philosophy of the time was 
considerably coloured by the economic theory which explicit¬ 
ly or implicitly took perfect comi>elilion as a normal feature 
in the economic system and an equilibrium of economic 
forces as a logical necessity. 

2. The propositions derived from the assumption of 
perfect competition have found a permanent place in eco¬ 
nomic analysis, although it is now generally recognised that 

2 See A. P. Lerner, Monopoly and Monopoly Power, The 
Review of Economic Studies, Vol. 1, No. 3. 
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the position envisaged is one of relative and not of absolute 
maximum satisfaction. The following points are relevant 
in this connection: 

(1) The tastes which are the starting point of our 
analysis are individual tastes and may not deserve any moral 
sanction. 

(2) The demand system is the outcome of a particular 
distribution of income. Alter the distribution in favour of 
the relatively poor and there will evolve a new and a 
different optimum. There will perhaps be fewer orders for 
motor cars and a greater demand for wheat. There being 
no particular sanctity in the present system of distribution, 
the resulting equilibrium, if any, would not therefore ensure 
a maximum of welfare in any absolute sense. 

(3) Given a constellation of data we are not sure 
always of a unique point of equilibrium. Marshall explains 
the possibility of a multiple position of equilibrium with 
reference to Increasing Returns. But even apart from that, 
once we drop the assumption of constant marginal utility of 
money it is not difficult to show how independently of any 
considerations about cost conditions in the technical sense, 
there may be peculiarity in the supply curve which would 
suggest more than one point of eijuilibrium.’^ 

(4) A discrepancy may arise in a number of ways 
between what Professor Pigou calls the marginal private net 
product and the marginal social net product. The social 
dividend in which we are interested is maximised through an 
equalisation of the marginal social net products of resources, 
while that which is ensured by the free play of self-interest, 
even under conditions of perfect competition, is an equalisa¬ 
tion of marginal private net products. The individual 
producer as such equates his marginal receipts with marginal 
cost, and brings the investment of resources up to the 
‘ margin of profitableness' from his private point of view^ 
But the process of his investment may be accompanied by 
gains or losses of others, and if these gains and losses are 
not directly registered on the market investment, if left to 

® See Wicksell, Lectures on Political Economy, Vol. 1, 
pp. 52—60. 
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private initiative, would deviate from the optimum level. 
It may be carried too far, or it may not be carried far 
enough. In either case the position of equilibrium is not 
a position of maximum satisfaction in any absolute sense. 

All this suggests that even assuming an approximation 
to perfect competition some sort of social interference is 
necessary and beneficial. These considerations are import¬ 
ant and are surely recognised by all serious economists, 
although there may still be difference of opinion concerning 
the exact mode of interference and the particular direction 
that it should take. 

What, however, is less widely appreciated but yet needs 
emphasis is that there are certain logical complications in 
the assumptions and the alleged implication of perfect 
competition,—complications that bid fair to lend new colour 
to economic analysis. It is to an examination of these that 
the following sections will be devoted. There is hardly 
anything new in what follows. Only particular emphasis is 
placed on the various directions from which the theory of 
competitive static equilibrium has been called in question 
in recent years. The economic happenings after the Great 
War have shaken the complacency of economists, and time 
has surely come for a reconsideration of the propositions of 
economic science in the light of the large deviations in the 
real world from the ^ norm ’ postulated in static analysis. 

3. What exactly are the assumptions of perfect com¬ 
petition? The list of those assumptions would be a fright¬ 
fully long one; but for our purposes the following deserve 
special attention^:— 

(1) Commodities and factors should admit of 
perfect divisibility. Mathematically, the 
units chosen should be infinitely small, 
and subject to treatment in terms of differen¬ 
tial calculus. For realistic purposes, what is 
necessary is that they should be small in 
relation to the volume of business. 

^ For a detailed analysis of the assumptions of perfect com¬ 
petition, see Knight, Risk Uncertainty and Profit, Chap. Ill, 
p. 76—81. 
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(2) There should be an infinitely large number of 

sellers of any single commodity, so that any 
individual seller may not be in a position to 
influence the price in the market. 

(3) There should be an infinitely large number of 

buyers (both in the commodity market and in 
the factor market), so that any individual 
buyer by his own action may not influence the 
price in the market. 

With respect to specifications (2) and (3) it may be 
notetd that what is necessary for realistic purposes is that an 
individual seller (or buyer) should feel that the market price 
is given to him and cannot be altered; and for this to happen, 
competitors need not be infinite in number. 

(4) Buyers and sellers should have a perfect know¬ 

ledge about the condition of the market. 
Each com[)etilor should know what others are 
doing and should anticipate correctly the 
effect of his own course of action upon the 
general system. 

Perfect divisibility of factors is necessary for the 
fulfilment of conditions No. 2 and No. 3. These latter 
again are necessary for the equation between marginal costs 
and prices of goods, which is, as has been seen, one of those 
conditions that make for the optimum utilisation of re¬ 
sources. 

Now the question arises. Are the assumptions necessary 
for the fulfilment of these conditions compatible with static 
equilibrium? Is it theoretically conceivable (whether or 
not the assumptions are sufficiently realistic is a different 
matter with which we need not concern ourselves here) that 
all these conditions being satisfied, producers and consumers 
would stop at a definite and determinable point, that the out¬ 
put and prices of goods would be so adjusted that there 
should be no profitable scope for any transference of income 
or of resources? The task of static analysis is to show 
how far—with constant tastes and obstacles, as in a closed 
economic system undisturbed by outside influences—econo 
F. 9 
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mic subjects, starting de novo, would find their way to a 
state of rest.® 

4. An analysis of the first three assumptions would at 
once show how they are inconsistent with the establishment 
of an equilibrium. If the factors of production are perfect¬ 
ly divisible and there is an infinitely large number of com¬ 
peting sellers in the market, each seller would face a perfect¬ 
ly elastic demand curve for his commodity and a perfectly 
elastic supply curve of factors. In these circumstances 
there is no reason to suppose that any individual seller would 
stop at any definite point. Price as well as cost would be 
constant all through from the point of view of our individual 
seller, and, if exchange were profitable at the initial point, 
output could be profitably expanded ad infinitum. Just 
those conditions that are essential for the prevalence of 
perfect competition are found to work in a way contrary to 
the establishment of equilibrium. For equilibrium to be 
attained, there must be some indivisibility somewhere, giving 
rise to diminishing returns at some stage in the process of 
production. 

Static analysis assumes the entrepreneur controlling the 
output of a firm to form that indivisible unit upon which 
are worked the hired factors, so that even though these latter 
have a perfectly elastic supply, expansion of output is 
checked by diminishing returns arising from the fixed supply 
of entrepreneurial function. An optimum output is fixed 
upon for every firm working under conditions of perfect 
competition, at which average cost is minimum. 

How far, then, is the entrepreneurial function an indi¬ 
visible unit.^ If it refers to the function of supervision 
which is a mere routine work of watching the regular func¬ 
tioning of the productive organisation once it is set up, it is 


® If the economics of what is described as a stationary state 
were cleared up, the problem of what is known as * comparative 
statics ’ would seem to be an easy deduction. If our subjects 
knew how to adjust themselves to a given environment of cons¬ 
tant tastes and obstacles, they would know also how to adapt 
themselves to a changing environment; there would be a ‘static 
standard in a dynamic economy,’ to use a phrase of J. B. Clark. 
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as divisible as ordinary labour; the supervisor can surely 
adjust his activities to the volume of business done. Under 
static conditions, therefore, an individual firm-owner would 
expand output until either he is in a position to influence 
the price of the commodity, in which case the check would 
come from diminishing marginal revenue or he can influence 
the price of the factors used, in which case the check would 
come from increasing marginal cost. 

The real peculiarity of the entrepreneurial function, 
a feature that marks it out from other factors, lies in co¬ 
ordination, or the setting up of new combinations in the 
productive mechanism. Herein is the role of uncertainty 
and anticipation. The entrepreneur makes shrewd guesses 
about the market conditions and co-ordinates the different 
elements in the productive apparatus with a view to making 
profits. This function does emerge in the economic system 
in a lump, and is unmeasurable and hence indivisible. But 
it is a function associated with economic dynamics. In 
static conditions the function of co-ordination is absenl.^^ 

Logically, therefore, one has to fall back either upon 
the assumption of imperfect competition with all the compli¬ 
cations that it raises, or upon economic dynamics. In either 
case the optimum utilisation of resources is not ensured. 

5, The assumption regarding knowledge of economic 
facts leads us to yet greater difficulties. The data concern¬ 
ing the demand and supply of goods and factors being given, 
the economist can calculate their equilibrium price relation¬ 
ship by means of a set of simultaneous equations. But to 
whom are these data given? If they were given to any 
person or group of persons ‘ planning ’ would be an easy 
task. In an individualist exchange economy they are given, 
it is supposed, to the producers and consumers themselves. 
The individuals are supposed to ‘ plan ’ with full knowledge 
of the alternative possibilities open to them. 

But how do they acquire this knowledge? Of course 
through trial and error. If data are constant, or in other 

® On the point developed in this section, see N. Kaldor, The 
Equilibrium of the Firm^ Economic Journal, March, 1934. 
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words, if external conditions are stable, or at any rate, 
regular and predictable, the individuals may be supposed to 
gathering experience and adjusting their activities according¬ 
ly. At the start they are likely to commit mistakes, but 
they will gradually gather knowledge and their anticipations 
will prove more and more correct. 

This, however, is a process through time.' Adjustment 
of economic forces cannot be instantaneous. From the nature 
of the case the adjustment mechanism involves the element 
of time.^ Our analysis, if it is to have any real significance, 
cannot, therefore, afford to ignore the ‘ path ’ which econo¬ 
mic activities follow through time. Static analysis of the 
functional type concerns itself mainly with what may be 
described to be the end-point of economic activities, and 
pays little attention to the problem of the ‘ path.’ The 
procedure would be legitimate if the final point were inde¬ 
pendent of the intermediate points in the adjustment 


^ This ffuestion of knowledge in relation to the adjustment 
of economic activities may give rise to a possible misunderstand¬ 
ing. If the planners—whether in an individualist exchange economy 
oi in a socialist economy- -had got perfect knowledge and fore¬ 
sight from the start, then the role of time would drop altogether 
from economic theorising, and the economic problem would have 
an easy solution. 1'he assumption of perfect knowledge might 
thus be taken to cover within it all that is required for economic 
equilibrium. The implication of the economist's assumption of 
perfect knowledge is, however, not tliat. As Professor Hayek has 
recently pointed out, prefect knowledge is not a ‘ pre-condition,’ 
but rather a ‘characteristic’ of equilibrium. (Cf. Economics and 
Knowledge. Econornica, Eebruary, 1037.) Rational choice in¬ 
volves a perfect knowledge of the economic environment; but the 
acquisition of knowledge is a process through lime. It is im¬ 
portant not to forget this; for, as is becoming increasingly patent 
now-a-days, this consideration has a most vital bearing on the 
problem of the ultimate choice of the structure of society. 

^ Sceptics would at once seize this opportunity of vilifying 
abstract economic analysis on the ground that, once lime is allow¬ 
ed, the data cannot be held constant. Of course this is true. But 
this by itself does not deprive static analysis of its significance. 
Any scientific analysis must proceed by stages, and must at ear¬ 
lier stages abstract from ‘ exogenous ’ complications. 
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process.® But there is no guarantee that it should be so. 
Just that element, again, which is essential for the mutual 
adjustment process may lead economic activities away from 
—and not towards—equilibrium. 

This can be easily seen from the following construc¬ 
tion.^® 




DD' and SS' are the demand and supply curves respect¬ 
ively. Starting from a position of disequilibrium, and 
assuming that adjustment is completely discontinuous in the 
sense that the elasticity shows itself when it does, not by 
degrees but all at once—not quite an unrealistic assumption 
—let us suppose the price to be at P. The supply finds 
a<lju8tment at that price at Q. The supply being at Q, the 
price is at P'. The supply now comes to Q', so that the 
price moves to P", and so on. In Fig. 1 the oscillation is 
convergent, or the tendency is towards equilibrium. In Fig. 2 
the oscillation is divergent, and the tendency is away from 


** For a thorough criticism of the Functional Theory of PricCvS, 
see Hans Mayer, “ Der Erkenntniswert der functionellen Preis- 
theorien,” Wirtschaftstheorie der Gegenwart, Bd. 11. 

See N. Kaldor, A Classificalory Note on the Determinate* 
ness of Equilibrium, Review of Economic Studies, Vol. 1, No. 2. 
In the demonstration that follows the actual price is assumed to 
be the same as the expected price. A divergence between the 
actual price and the expected price raises additional complications 
the significance of which is noted in the next section. 
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equilibrium. This process, as a glance at the curves would 
suggest, depends upon the relative elasticities of demand 
and supply at different prices. The case of convergent 
oscillation arises when the elasticity of demand is greater 
than the elasticity of supply; and the case of divergent 
oscillation arises when the elasticity of demand is less than 
the elasticity of supply. 

The result achieved is disconcerting and points to 
instability rather than stability. For, if one is allowed to 
make a guess work in general terms, one is inclined to think 
that in the actual world much the more important case is 
that of elasticity of demand falling short of the elasticity 
of supply. Supply is least elastic in respect of agricultural 
goods of which food-crops form an important part, and the 
demand for these goods is proverbially inelastic. “ The 
capacity of our stomach is limited,” declared Adam Smith 
more than a century and a half ago. 

If, on the other hand, adjustment takes place by degrees 
and is fairly continuous, then these elasticities would depend 
upon the relative ‘ velocity of adjustment' of demand and 
supply, i.e. to say, upon the time required by each to react 
to changes in economic situations. And whether or not a 
definite equilibrium should be attained would depend upon 
the speed with which demand adjusts itself to supply and 
price changes. 

The comparative peace and stability that our economic 
system enjoyed during the greater part of the nineteenth 
century was due partly no doubt to its flexibility in other 
directions, but partly also it was due to the increasing 
number of population which rendered demand more and 
more elastic. It is no wonder again that the modem world 
with its more or less stationary population should have to 
face a most perplexing problem of a clash between prosperi¬ 
ty and security,—a problem that was beyond the vision of the 
early nineteenth-century economists. “ The price of pace 
is peace,” declared Sir Josiah Stamp in his Presidential 
Address to the British Association two years ago, and he cried 
halt to the march of technological progress. The note of 
warning that he gave should not go unheeded, however 
unpalatable it might be. 
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6. The above analysis relates to individual commodi¬ 
ties taken in isolation, and is an instance of what is known 
as ‘ Partial Equilibrium ’ method. In regard to the general 
economic system, is it true to say that, while there may be 
cyclical fluctuations in respect of one group of goods, it 
would be cancelled by opposite movements in respect of 
other goods, so that an optimum employment of resources 
would be ensured from the point of view of society as a 
whole? This is the implication of the famous ‘ Say’s Law ’ 
which states that the demand for one good comes from the 
supply of another good, so that a state of general over¬ 
production or of general under-production in a society is a 
logical impossibility. 

Static analysis starts from given resources, and concen¬ 
trates on the problem of the distribution of those resources 
among goods in terms of relative values. Its preoccupation 
is with a hypothetical Barter Economy where Say’s Law is 
a sort of a truism. At some stage a unit of account has to 
be invoked for converting the relative values into absolute 
prices,—a unit of account being essential for all economic 
calculations and for equilibrium itself. But money which 
serves as the unit of account is considered to be a ‘ veil ’ 
hiding the deeper relationship of goods. 

It is, however, coming to be realised in recent years 
that money economy and static equilibrium are incompatible 
phenomena. The conception of money as a veil overlooks 
the very raison d’etre of the institution of money. The 
main function of money is to bridge up the gulf between the 
present and the future. If the adiustmenl of the value 
relationship between goods and the distribution of productive 
resources had been instantaneous,—if there were an omni¬ 
scient hand manipulating the entire economic scheme and 
fitting up the different elements into their proper places,— 
money would be a superfluous institution. Year in and 
year out streams of goods and services would be pouring 
into the economic system just suiting the demands of con¬ 
sumers. Any variation of relative demand would be 
instantaneously met by a corresponding variation in the 
employment of resources. There would be no demand for 
money as such. 
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But> as we have noted in the last section, adjustment of 
economic forces is a question of time. Each entrepreneur 
during any period of planning has to calculate in terms of 
a common unit the cost of his undertaking and the anticipat¬ 
ed value of it. Money as a unit of account is required for 
this calculation. On the other hand, as soon as the element 
of time and uncertainty is allowed, the question of demand 
and supply of money becomes important. It becomes an 
important factor affecting the calculation of entrepreneurs. 

The recognition of the incompatibility of the institu¬ 
tion of money and static equilibrium has come from two 
independent approaches (1) The Cash Balance Theory 
and (2) The Capital Theory. 

(1) Money is used as a safeguard against future con¬ 
tingencies, and has a demand of its own. The amount of 
money which a person would choose to hold rather than to 
invest depends above all upon the expectations regarding 
the probable date of exf)enditure and his expectation regard¬ 
ing the yield of investment. And these expectations are a 
potent factor influencing the volume of employment itself. 
If uncertainty were absent the cash balance held by the 
public would tend to zero and the velocity of circulation of 
money would tend towards infinity.^With uncertainty 
present, the supply of money does partly regulate the volume 
of employment by regulating the money income of the 
society and thus moulding the expectations of entrepre¬ 
neurs. 

(2) The capital theory leads us to a deeper analysis of 
the ‘ Natural Rate of Interest.’ Wicksell, it will be remem¬ 
bered, defined natural rale as being equal to the current 
value of the physical marginal productivity of capital, and 
suggested that in a money economy a divergence between 
this natural rate and the actual money rate of interest would 
create a cumulative disequilibrium in the economic system. 
His standard of reference is thus one of a ‘ monetary equili- 


Cf. P. N. Rosenstein-Rodan, The Coordination of the 
General Theory of Money and Price, Economica, August, 1936. 

Cf. Knight, Risk Uncertainly and Profit (London School 
Reprint), Preface to the Re-issue, 
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brium ’ in which the market rate coincides with the natural 
rate, and in which, therefore, the economic system behaves 
just as it would under a barter economy. 

Now, physical marginal productivity with which Wick- 
sell identifies the natural rate of interest is a vague ex¬ 
pression when we are concerned with heterogeneous capital 
goods and heterogeneous products. In giving definiteness 
to the notion of marginal productivity of capital one has 
not only to assume that resources are homogeneous, one has 
to assume further that the yield is homogeneous with the 
source. In order to make a sense of the concept of ‘ natural 
rate,’ therefore, a definite exchange relation between factors 
and products has to be taken as given. This, however, is 
assuming away the problem. For, the exchange relations 
that are taken to be given are themselves dependent on ‘ time 
preference.’ Barter economy thus becomes a myth, and in 
the ultimate analysis the so-called natural rate of interest 
resolves itself into what Keynes calls the Marginal Efficiency 
of Capital,—a rate of interest which would equate the 
present value of the expected net yields of a capital asset in 
future periods with its supply price, both in money terms. 

Now, this of course rules out the idea of a ‘ norm.’ 
For, a conformity of the actual rate of interest to the 
marginal efficiency of capital (towards which surely there 
is always a tendency)’does not ensure an optimum employ¬ 
ment of resources. 

Both these approaches point to one significant conclu¬ 
sion, namely, that in a money economy—^which is the 
economy that we are interested in—there is no ‘ natural 
tendency ’ towards a static level,—that anticipations play a 
most significant part in shaping our economic system. 

For a criticism of Wicksell’s natural rate of interest see 
Myrdal. “ Der Gleichgewichtsbegriff als’ Instrument der geldlheo- 
retishen Analysein Beilra^e zur Geldtheorie (ed. Hayek). 
Myrdal yet follows the Wicksellian tradition in recognising the 
importance of the ‘ cumulative process/ But once the element of 
anticipation is allowed to enter into our scheme, there remains 
very little scope for such cumulative process as was conceived of 
by Wicksell. See in this connection Dr. Hicks’ Review of 
Beitrdge zur Geldtheorie, Economica, November, 1934. 

P. 10 
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From the methodological point of view, if all that has 
been said is correct, one is constrained to suggest that eco¬ 
nomic dynamics rather than being an aberration from a 
static norm, is the rule and should be studied of its own. 
If what we come to ultimately is a succession of short-period 
equilibria depending on the state of anticipation at each 
stage and having no reference to a static standard, then the 
traditional static model may turn out to be a misleading 
instrument of economic analysis. 

From the point of view of policy the conclusions point 
to the danger of too much dependence on individual 
planning. 



INDIAN INDUSTRIAL EFFICIENCY 
COMPARISON WITH JAPAN 


BY 

Mr. K. E. Matthew, M.A., I.L.O. 

The close inter-relation between standards of living, 
health and education on the one hand and standards of 
efficiency on the other is meeting with increased recognition 
today. The Indian worker is often blamed for his inferior 
efficiency standards as compared with those of his confreres 
in the advanced industrial countries of the West, and in 
Japan. While it is true that the Indian worker as matters 
stand today shows inferior productive capacity, fairness 
demands that in evaluating efficiency standards and, more 
particularly, in gauging possibilities of improvement in this 
vital sphere, adequate regard should be paid to the environ¬ 
mental conditions which conspire to make the Indian worker 
comparatively inefficient, and the removal of which would 
certainly conduce to increase the productive capacity of our 
large working class population. 

That this is not a laboured defence of the Indian 
worker is made clear by the verdict of so competent and 
impartial an authority as Director Harold Butler of the 
I.L.O. In his report: “ Problems of Industry in the East ” 
on his recent tour of India, Ceylon, Malaya and the 
Netherlands Indies, reviewing health and efficiency standards 
in India and elucidating their inter-dependence, Mr. Butler 
says; 

“ It is frequently maintained that the Indian worker’s 
output is small in comparison with that of 
European workers. This shortcoming is ascrib¬ 
ed by many people in India to the climate, by 
others to the natural indisposition of the Indian 
75 
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to work regularly and unintermitlently or lo his 
poor physique and stamina. All these state¬ 
ments no doubt contain some element of truth, 
but none of them can be accepted without 
reservation, nor do all of them taken together 
go to the root of the matter .... The truth is 
that efficiency and inefficiency are largely 
determined by a combination of the factors of 
poverty, ill-health, and illiteracy, which are so 
widespread in India that they seem often to be 
regarded as being UvS indigenous as the climate 
itself. These three factors are really insepar¬ 
able, as ill-health is mainly the accompaniment 
of poverty, and illiteracy is largely the cause 
both of poverty and ill-health.” 

Lei us, however, descend from the general to the parti¬ 
cular. Till recently there was no satisfactory up-to-date 
information about the standards of living of Indian 
industrial workers. This defect has been fortunatel) 
removed to some extent by the recent inquiry instituted by 
the Government of Madras into the family budgets of 
industrial workers in Madras and the findings of which were 
published in 1938. The report of this investigation, it is 
interesting to note, deals with representative groups of both 
organised and unorganised workers; the former group 
included workers employed in cotton textiles, railway 
workshops, engineering works, oil installations and printing 
presses, and the latter beedi-makers, tailors, and harbour 
coolies and hand-cartmen. 

The main facts which emerge from the investigation 
so far as they relate to organised workers may be summarised 
thus. The average number of persons constituting a 
family is 603, made up of 1*78 men, 1*95 women, T18 
boys, 1*12 girls; in addition, 0*18 persons are dependant 
cm the family. The inquiry showed that joint families, 
that is those including, in addition to a natural family 
of husband, wife and unmarried children, dependants also, 
^nstituted 77*22 per cent of the total number of families. 
Ihus the economic lesponsibility of the head of the family 
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extended to 6'21 individuals. The average income per 
month of income groups ranging from Rs. 20/- to Rs. 70/- 
and over per month was found to amount only to Rs. 
37-5-11: 95’06 per cent of this sum is derived from employ¬ 
ment. The greatest single source is the earnings of the 
husband amounting to 78 33 per cent. The wife is respon¬ 
sible for 0'57 per cent of the earnings, the children for 
2'89 per cent and other members of the family for 13'27 
per cent. The average income from other sources amounts 
for all families to Rs. 1-13-7 and represents 4 94 per cent 
of the total. 

Even more revealing than the low combined income 
figure are the itemised details of expenditure. The data 
collected show that even out of the monthly pittance of Rs. 
37-5-11 for 6’21 individuals, the Madras worker on an 
average saves Rs. 0-5-9 in the month, reducing by this 
extent the amount left for the domestic budget. The balance 
of Rs. 37-0-2 is allocated thus among the main heads of 
expenditure; food—Rs. 19-7-8 (52'63 per cent); housing 
—Rs. 4-1-11 (11‘14 per cent); clothing—Rs. 1-10-8 (4’50 
per cent); fuel and light Rs. 2-7-6 (667 per cent); and 
miscellaneous Rs. 9-4-5 (25'06 per cent). 

It does not require any elaborate investigation to reach 
the conclusion that the meagre income of the industrial 
worker in Madras City, not to speak of those of raoffusil 
areas where workers naturally receive less wages, does not 
permit of the Madras workers conforming to any socially 
acceptable minimum standards of living. The result is that 
in each of the items essential to human well-being—food, 
housing, clothing, and fuel and light, the worker has to stint 
himself. The calorie needs of an industrial worker in 
Madras have been estimated to average at 2800 per day. 
The Madras family budget inquiry shows that except for 
families in the highest income group, namely, those whose 
income exceeds Rs. 70/- per month, not one of the other 
groups of families is able to attain to this standard. In the 
income group Rs. 70/- per month, and over, with whom the 
monthly food budget amounts to Rs. 39-11-4, the average 
standard of 2800 calories is exceeded by 2 per cent, while 
in the average for all families, with whom the monthly food 
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budget amounts only to Rs. 19-7-8, the calorie content of 
the prevailing diet is 14 per cent below the standard. 

The model diet for Indian workers drawn up by Dr. 
Aykroyd of the Nutrition Research Institute, Coonoor, which 
yields about 2800 calories has been found to cost Rs. 5-9-0 
per month per unit of consumption, or with salts and 
condiments Rs. 6-0-0 per month. The inquiry has shown 
that the amounts spent on food per unit of consumption 
ranged for Rs. 3-5-0 in the income group below Rs. 20-0-0 
to Rs. 5-3-0 in the income group over Rs. 70-0-0; with the 
prevailing wage levels, there does not therefore seem to be 
any prospect of working class families being able to afford 
the diet costing Rs. 5-9-0 drawn up by Dr. Aykroyd. 

Nor is the deficiency attributable to lack of adequate 
wages the only handicap which our workers have to face. 
The diet of the Madras worker, it has been asc.ertained, 
suffers also from lack of balance; the point here is that even 
the inadequate sums spent at present by the average Madras 
worker can be laid out to better advantage in obtaining for 
himself and the members of his family a more balanced 
dietary. Thus, he can without much additional cost reduce 
the intake of rice, and increase the consumption of millet, 
milk, pulses and leafy vegetables, and replace the milled 
parboiled rice now used by raw milled rice. This is a 
sphere where the factor of education comes in, for the 
receptiveness of workers to suggestions for improvement of 
conditions when they conflict with long-established tradi¬ 
tion and practice, is dependant in large measure on their 
educational equipment. 

The other important items in working class family 
budgets—Chousing, clothing, etc.,—can only be briefly noticed 
here. A study of the frequency distribution of rents paid 
by working class families in Madras City shows that nearly 
25 per cent of them pay a monthly rent of less than Rs. 3/-. 
These families are generally found to occupy one room 
tenements 8 feet by 5 feet to 8 feet square with low mud 
walls; it need hardly be pointed out that these wretched 
hovels where congested humanity is packed like sardines in 
a tin are very poorly lighted and ventilated, and that the 
washing and drainage facilities and latrines provided are 
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of the crudest description. The close connection between 
housing and bad health is admitted on all hands. In Madras 
the dire results are writ large in the vital statistics of the 
workers; the incidence of respiratory diseases rose in the 
city from 5'1 per mile in 1913 to 11‘7 per mile in 1936, 
and the prevailing high death and infantile mortality rates 
furnish additional testimony to the ill-effects of insanitary 
housing and other environmental conditions on. workers. 

The foregoing brief analysis of the more important 
features of the income and expenditure budgets of the indus¬ 
trial workers in Madras City clearly goes to show that a 
radical improvement in cotiditions is most urgently called 
for—for, if the industrial worker in an urban area lives 
on such a marginal budget, the conditions of workers in the 
unorganised industries and of the peasantry in general are 
bound to be far worse. In fact, so bad are Indian condi¬ 
tions in this respect that they do not permit even of profit¬ 
able comparison with conditions in Western countries. 
When it is alleged that the average Indian worker is content 
to exert only a minimum of effort and to ask for little in 
return, it should, however, be remembered that this is the 
result of deeply rooted social and mental attitudes, attribut¬ 
able mainly to removable environmental conditions— 
poverty, ill-health, and illiteracy. Concerning this aspect, 
a recent I. L. 0. publication “ The Worker’s Standard of 
Living ” observes: “ In short the Indian worker’s scale of 

values is such that he has scarcely come to recognise the 
idea of raising standards of living as an objective of policy, 
thus making it impossible to judge his level of living by 
European or American standards.” It would, therefore, be 
more profitable to institute a comparison with standards in 
Japan, a country with more comparable standards of living 
and India’s most formidable competitor in the industrial 
field in Asia. 

According to a family budget inquiry conducted in 
Japan in 1935-36, the average monthly income of about 
1,100 urban wageeamer’s households was about 87 yen, 
and about 40 per cent of the households investigated had a 
monthly income of less than 80 yen (Re. 1—Yen 11/5). 
Thus the average urban worker in Japan, with his monthly 
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income of 87 yen (Rs. 71), commands about double the 
wages of the Madras urban worker. With regard to family 
expenditure, the enquiry showed that the average monthly 
expenditure for all families was 81’14 yen, thus allowing a 
surplus of 5-85 yen. The relative expenditure for food was 
on the average 37-34 per cent, for miscellaneous expendi¬ 
tures 32-15 per cent, housing 15-32 per cent, for fuel and 
light 4-62 per cent, and for clothing 10-57 per cent. 
Thanks to the efforts made to combat food inadequacy by 
popularising improved dietaries, the Japanese worker’s food 
is based on more balanced consumption of different food¬ 
stuffs; as in India, rice constitutes the most important item 
in the Japanese worker’s diet, but it is supplemented by 
cereals like barley, wheat, millet, “ kibi ” and “ hie ” and 
by potatoes and corn. Likewise, vegetables and fruits, 
fish and meat, besides various sea products are served with 
rice. 

In respect of housing conditions also the Japanese 
worker is certainly more fortunately circumstanced. The 
following are the details of workers’ houses built in 1927 in 
the slum clearance scheme carried out in Yokohama by the 
State-subsidised Dojunkai Association: Quarters built to 
house one person had one or two rooms with a floor space 
of 79-3 or 133-2 sq. feet; to house from 2 to 7 persons two 
rooms with floor space ranging from 133-2 sq. feet to 177-6 
sq. feet; and to house 8 people and over three rooms with 
floor space of 239-8 sq. feet. When it is remembered that 
this housing plan was set up primarily to meet the minimum 
requirements of the poorest classes of the urban population, 
and that the quarters contained in addition an equipped 
kitchen, a store-room, a drying-room, running water and 
gas, it will be readily conceded that the Madras urban 
worker is far worse off in respect of housing facilities. 

It is in respect of literacy standards, however, that the 
greatest disparity is observable. Over ^ per cent of all 
the people in British India aged 5 years and over are 
illiterate, though conditions are better in cities. The 
Madras inquiry shows that 69-27 of the industrial workers 
of the city were literate, but it is against the general back¬ 
ground of workers’ illiteracy in both urban and rural areas 



INDIAN INDUSTRIAL EFFICIENCY COMPARISON 81 


that efficiency standards have to be evaluated, and in this 
respect India is sadly handicapped as compared with Japan. 
As against 90 per cent illiteracy among people aged over 5 
years in British India, in Japan the problem of illiteracy is 
practically non-existent. As a result of the enforcement of 
compulsory education and also of the eagerness of the people 
for education, school attendance is almost 100 per cent, in 
Japanese primary schools. In 1935, there were 11,150,824 
children of school-going age (6 to 14 years) and of these 
11,103,920 or 99 58 per cent were reported to be in attend¬ 
ance. 

Let us briefly recapitulate the facts ascertained by the 
comparison instituted above. The Japanese worker is in the 
enjoyment of double the salary earned by the Indian worker; 
he spends it more rationally and his dietary in particular 
is a more balanced one and rich in those food values which 
build up energy; he lives in a better house and under very 
much better sanitary conditions; his educational equipment 
is superior, and his reactions to the demands of modem 
machinery are, therefore, quicker and much more spontane¬ 
ous; above all, thanks to better educational equipment, 
financial conditions, and standards of living, he has got a 
contended, rational and sane outlook on life, unlike the 
Indian worker, who is so dominated by the discontent complex 
bom of wretched conditions of life and work, that he 
behaves like a modem Ishmael, with everybody’s hands 
against him and his hands against everybody. Is it any 
wonder then that the Japanese worker functions as a more 
efficient unit of production than the Indian worker? 

The remedy is self-evident. Improve the conditions of 
life and work of the Indian industrial operative, and the 
trifling outlay of money entailed would be amply repaid by 
his improved industrial efficiency. Director Harold Butler, 
in his report “ Problems of Industry in the East ” points out 
that in those industrial concerns where Indian workers are 
better paid and housed the output per worker is decidedly 
higher, and among other instances, cites the case of the 
Tata Steel Works where in some departments the labour co¬ 
efficient is estimated to reach about 75 per cent of European 
and American efficiency. Poverty, ill-health, and illiteracy 
P. 11 
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are factors within human control, and India’s social policy 
must be so directed as to remove them as early as possible 
if we are to reap returns in the shape of higher individual 
efficiency and a front-rank position among industrial 
countries. 



THE CONCEPT OF THE “ OPTIMUM ” OF PUBLIC 
FINANCE 

BY 

T. M. JosHi, 

Fergusson College, Poona. 

In this paper, an attempt is made to restate' the concept 
of the “ Optimum ” of Public Finance in such a manner as 
to connect it with the general doctrine of State Action in 
modern economic theory. 

The pure theory of Public Finance deals with the satis¬ 
faction of “ Collective Wants ” by means of ‘ public ’ goods 
and services. The state, acting as the people’s agent, satis¬ 
fies some of their needs on their behalf, and for this purpose, 
slices off a part of the people’s income. The whole trans¬ 
action is ultimately of the nature of a transfer. In raising 
its revenue by various means, the state transfers to itself 
some part of the people’s purchasing power, and through 
its expenditure system, the state returns that purchasing 
power to the people in the form of direct and indirect 
benefits. 

The fundamental question, however, is. What are the 
criteria for determining the amount of purchasing power 
which the state should transfer to itself, and spend on behalf 
of the people? or How to determine the most economic 
‘ quantity ’ of Public Finance? The notion that the .state 
should proceed on the criterion of the ‘ Absolute Taxable 
Capacity ’ of the community has been shown to be a ‘ myth ’ 
by Dalton. Attempts have been made to replace that notion 
by that of the ‘ Optimum ’ of Public Finance. 

It can be formulated thus; 

* Ghosh; “Optimum Taxability” (Indian Journal of eco~ 
nomics, 1931). Also Adarkar; Principles and problems of Federal 
Finance, pp. 198—205. The first part of the article is based upon 
the contributions of Professors Ghosh and Adarkar. 
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Translating the operations of spending public money 
and raising it into the utility emd disutility analysis, 
it can be said that as the amount spent goes on increasing, 
its marginal utility goes on diminishing; while, as more and 
more money is raised, the marginal disutility (or sacrifice, 
or burden) goes on increasing. The limit for the operations 
of raising and spending public money is given by the point 
at which the marginal utility of expenditure is just equal to 
the marginal disutility involved in raising the revenue. 
Professor Pigou has observed, ‘‘ If a community were 
literally a unitary being with the government as its brain, 
expenditure should be pushed in all directions up to the point 
at which the satisfaction obtained from the last shilling 
exftended is equal to the satisfaction lost in respect of the 
last shilling called up on government service.”^ This point 
can be illustrated by the familiar diagram: 



The excess of total utility of expenditure over the total 
disutility of taxation might be called the Net Benefit, or Net 
Utility of a scheme of Public Finance, The aim of the state 
should clearly be to maximise the Net Benefit. 

stage it is tempting to say “The amount of 
Public Finance which maximises the Net Profit is the 
Optimum ’ of Finance. Its attribute is that the marginal 
utility of expenditure must be equal to the marginal dis- 

a” • ® statement would imply that 

the Optimum of finance is an amount or a level. As a 
matter of fact, since the maximisation of Net Benefit would 
depend, not, only upon the amount of finance, but also upon 
the nature of the expenditure and taxation systems, it seems 

"Pigou, A Study in Public Finance, p. 50. 
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better to conceive the ‘ Optimum ’ as the most desirable 
scheme of finance rather than as a most desirable amount. 
Such a conception, it must be admitted, loses much of its 
quantitative determinateness, but it gains in the width of 
implication. 

Such an ‘ Optimum ’ scheme of finance might be con¬ 
ceived in a ‘ Static ’ as well as in a ‘ dynamic ’ form. 

In its ‘ Static ’ aspect, an ‘ Optimum ’ scheme of finance 
would be one which maximises Net Benefit under given 
conditions of the amount of the National Dividend and the 
manner of its distribution. It is possible to conceive of a 
scheme of finance such as to leave the objective National 
Dividend and the manner of its distribution unchanged. 
Under the aegis of such a scheme. Net Benefit might be 
derived through the mere transference of spending power 
from private individuals to the collective agency of the state. 
For, the utility of a part of the National Dividend would be 
increased if it is spent by the state on those needs of the 
people which cannot be adequately satisfied by the people 
individually out of their private incomes. Such a conception 
of the Optimum, besides being abstract, (in the sense that 
it requires us to assume that a scheme of finance will have 
no effects on production and distribution), would be based 
opon a narrow view of state functions. It would neglect 
the ‘ sociological ’ view of Public Finance; for this reason, it 
will fail to bring about maximum social advantage. 

On the other hand, a ‘ dynamic ’ conception of the 
‘ Optimum ’ scheme would be one in which the amount of 
finance, and the natures of the expenditure and taxation 
schemes are so arranged as to maximise net utility conceived 
in terms of the present and future social welfare. Such an 
Optimum scheme would be a function of two factors: (1) 
The amount of finance, (2) the natures of expenditure and 
taxation schemes. These two factors, though not indepen¬ 
dent, would possess different attributes in their optimum 
condition. 

I. The attribute of the optimum amount is the equality 
of marginal utility of expenditure with the marginal dis¬ 
utility of taxation. 
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11. But since the utility and disutility would depend 
upon the nature of the expenditure and taxation schemes, 
we have also to describe the attributes of the latter in their 
optimum conditions. These attributes would be: 

A. That the tax system be based on the principle of 

least Aggregate Sacrifice and the expenditure 
system on that of Maximum Aggregate Bene¬ 
fit. This attribute will depend upon (a) 
optimum distribution of tax burden and 
expenditure benefit, (b) the arrangement of 
the tax system in such a manner that various 
taxes are pushed in their respective direc¬ 
tions up to that point at which the marginal 
sacrifice is equal in all directions; and so 
with the expenditure system. 

B. The schemes of taxation and expenditure should 

be such that their aggregate effect on the 
volume of the National Dividend and the 
manner of its distribution is most favourable, 
or, which is the same thing as saying, the 
taxation and expenditure schemes should be 
so arranged as to supply correctives to the 
distributive and productive systems under 
capitalism. (Here, the familiar analysis with 
reference to distribution will not be repeated; 
and attention will be devoted only to Produc¬ 
tion.) 

With regard to Production, it is now recognised that 
under laissez faire, the utilisation of the productive resources 
would exhibit two main defects:® (i) The distribution of 
resources among different employments and regions would 
depart from the optimal distribution. Sucb departures 
would constitute “misdirections” of resources, (ii) Some 
productive resources might be unemployed. These two 
defects—misdirection and unemployment of resources—call 
for governmental measures, which should be appropriately 

® These represent the familiar analysis of Prof. Pigou and 
Mr. Keynes. 
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fitted into an optimal scheme of public finance. The two 
categories of measures and their bearing on public finance 
must now be examined more closely. 

I. Misdirection of resources arise as a result of 
divergences between the marginal private net product and 
marginal social net producf* of resources. These divergences 
are of two main types; 

(a) Cases where the marginal private net product is 
less than the marginal social net product. In such cases 
productive resources would be under-invested from the point 
of maximum social welfare. 

(b) Cases of the opposite type, leading to over-invest¬ 
ment from the same point of view. 

It is obvious that in an optimal scheme of public finance, 
taxation and expenditure should be so arranged as to 
encourage the flow of resources in the former cases, and to 
discourage it in the latter. Under the first category would 
be subsumed the entire scheme of social expenditure on 
education, public health and on economic and cultural 
development of the community. In the latter would be 
included taxation (or perhaps even prohibition) of resources 
on the production of harmful commodities like opium, 
alcohol etc. 

II. Unemployment of resources. Here Mr. Keynes 
has shown that under laissez faire full employment may not 
be realised as a result of the deficiency of “ effective 
demand.” This implies that the state should adopt certain 
measures directed towards increasing the volume of invest¬ 
ment and current expenditure so as to lead to the complete 
absorption of the productive resources. The adoption of 
such “ central controls ” would “ involve a large extension 
of the traditional functions of the state.” Mr. Keynes 
further observes: 

“ The state will have to exercise a guiding influence on 
the propensity to consume, partly through its scheme of 
taxation and partly perhaps in other ways. Furthermore, 
it seems unlikely that the influence of banking policy on the 

* Pigou, Economics of Welfare. 2. Mr. Keyness, Cenerol 
Theory of Employment, Interest and Money, 
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rate of interest will be sufficient by itself to determine an 
optimum rate of investment. 1 conceive, therefore, that a 
somewhat comprehensive scheme of socialisation of invest¬ 
ment will prove the only means of securing an approximation 
to full employment, though this need not exclude all manner 
of compromises and of devices by which public authority 
will cooperate with private initiative.”® It follows, then, 
that the state should take positive measures to ensure such a 
volume of “ effective demand ” as to absorb all productive 
resources. Measures dealing with investment and with 
current consumption might now be separately examined. 

(i) In the field of capital investment the Keynesian 
analysis suggests that besides the manipulation of the rate of 
interest, the state should adopt measures to influence the 
volume of capital investment during years of depression by 
(a) stimulating and coordinating the capital programmes of 
pirvate entrepreneurs and of local bodies and (b) extending 
its own capital programme. This latter means that the 
public works programme of the Government should be so 
arranged as to increase the volume of employment during 
depression. This implies that the state loans should be 
increased during depression, and diminished during years 
of prosperity. 

(ii) Increase in the volume of current consumption can 
be brought about in two ways; (a) in the first place, if the 
scheme of public finance is such as to reduce distributional 
inequalities, the current expenditure of the community will 
tend to increase. If we accept the law that the percentage 
of current expenditure diminishes as the income increases, 
it follows that a mere transfer of income from the richer to 
the poorer classes will lead to increased current consump¬ 
tion.” (b) Secondly, the state can bring about a direct 
increase in current consumption by granting credits to the 
consumers during depression and cancelling them in years 
of prosperity. 

'Keynes, General Theory, p. 378, 

'Keynes, General Theory, p. %2. Meade: Elements of Eco¬ 
nomic Analysis and Policy and Consumer’s Credits and 
Unemployment. 
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These two groups of measures dealing with investment 
and current consumption imply that the state should spend 
more in bad years when its resources are likely to decline, 
and spend less in good years, when its revenue position is 
satisfactory. From the point of view of budgetary technique 
such a scheme has some important implications. It means 
that the accepted notion of annual budgetary equilibrium 
should be abandoned, and the ideal of balancing the budget¬ 
ing over a trade cycle period should be kept in view. Such 
a new conception of budgetary equilibrium has been discuss¬ 
ed in recent years by economists and financiers and the 
main elements of the discussion are here presented. 

The plan of long range budget balancing was put 
forward in America by S. E. Leland of the University of 
Chicago in a pamphlet called ‘‘ Balancing the Budget ” 
(1933), Mr. Buck in his recent book ‘"Budget in the 
Governments of to-day ” sums up the argument thus: that the 
budget need not be balanced annually; it is enough if it 
shows an equilibrium over a series of years covering a trade 
cycle; that during years of depression when prices, produc¬ 
tion and employment decline, the Government’s expenditure 
should increase, and deficits would tend to occur; that these 
deficits should be wiped off during years of prosperity. 

The plan, undoubtedly, has some merits, especially if 
it is viewed as a part of a comprehensive programme of 
dealing with the trade cycle. There are, however, some 
practical difficulties in the way of its adoption. Thus, if 
the plan is to approach anything like success, the range of 
budgetary planning should coincide with the tenure of one 
ministry and the extreme improbability of this coincidence 
can easily be imagined. Unless, therefore, the democratic 
methods of financial control are abandoned, the plan would 
have little prospect of success. On this ground the plan was 
rejected by Mr. Neville Chamberlain, as also by a group of 
economists who studied the matter a few months ago. 
Messrs Falk, Balogh, Crowther, Hall and Henderson recently 
issued a memorandum on this question, which was published 
in the London Economist of 11th June, 1938. These 
economists are agreed that some budgetary expedient needs 
to be devised for the purpose of alleviating the trade cycle. 

F, 12 
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The scheme of a 5-year or "8-year budget is, according to 
them, “ ruled out by the political impossibility.” They, 
however, favour ihe use of extra-budgetary funds for this 
purpose. They observe: 

. Something of this nature could be, and is 
achieved through the intermediary of the various 
funds that are under the control of the state but 
outside the budget. The clearest case in point 
is, of course, the Unemployment Fund, which, 
in 1937, increased its surplus by £21 millions, 
even after repaying £5 millions of debt. In a 
depression year the unemployment fund will 
draw upon its balance to meet an excess of 
expenditure over receipts. Thus, if the budget, 
narrowly so-called, is exactly balanced every 
year, the operations of the unemployment fund 
will result in the income of the slate exceeding 
its expenditure in good years, and vice versa in 
bad years.”^ 

Such a device would constitute a good item in a general 
I)rogramme of recovery. 


’^Economist : Vol. CXXXI—No. 4946—page 593. 



ECONOMIC CONDITION OF A VILLAGE IN 
NORTH BIHAR 


BY 

SUSHOBHAN SaRKAR, M.A., 

Lecturer in Economics, Patna College. 

“ The rural masses in India have ever been neglected, 
but there are signs that they are at last beginning to receive 
public interest; in fact, a great wave of sympathy and anxiety 
for their welfare is sweeping over the country . .. The Indian 
village and villager form a fascinating though a pathetic 
study, w'ell repaying the time spent on their behalf. This 
call is irresistible to those who have once heard it.” 

India being mainly a land of villages and more than 
70 per cent of her population being dependent on land for 
their subsistence the importance of village surveys can hard¬ 
ly be over-estimated. .Such surveys have been undertaken, 
from time to time, under the auspices of the Chanakya 
Society and they have resulted in the discovery of important 
data and facts. Some members of the Society, under my 
.supervision, undertook a survey of the village of " Khirhar ” 
during the first week of the month of March, 1939. The 
village being a very large one and the time for conducting 
the enquir)' being short, the investigators had to confine 
themselves to certain aspects of inquiry only. The investi¬ 
gators were regarded by some as agents of Government and 
as such some of the villagers were reluctant to supply them 
all the information necessary. Sometimes wrong informa¬ 
tion was given—^the villagers overestimating their own 
difficulties and troubles in some cases and underestimating 
their true state of affairs in other cases to suit their particular 
purpose. Incidentally, it may be mentioned here, that one 
very .serious difficulty the investigator has to face with in the 
collection of data and family budgets is the illiteracy of the 
villagers. They are for the most part absolutely illiterate 
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or can at best read and write a little Hindi or Urdu, with 
difficulty. Consequently they are not in a position to keep 
any account of their income and expenditure and have to 
furnish information from memory. Another difficulty is 
that they are very reluctant to supply any information for 
fear of reduction of income or payment of more taxes or 
from fear of harassment. And when at last they are 
persuaded to give up their reticence, they supply such 
exaggerated and contradictory information that the investi¬ 
gator must exercise a great deal of discretion and judgment 
before he can arrive at any useful conclusion. 

The village of Khirhar is situated on the bank of the 
river Kamala about 22 miles to the north-west of Madhubani 
in the district of Darbhanga. The nearest railway station 
is Madhubani which is approachable by means of a Kaccha 
unmetalled road under the control of the District Board. 
During the dry months of the year a bus plies between 
Khirhar and Madhubani daily. But what a sad plight the 
villagers must have during the rainy season when it becomes 
impossible for wheeled vehicles to pass over the road! 
They are practically cut off from the outside world and have 
to lead an isolated life. This condition of things pre^vails 
in the case of most villages and so with all the latest develop¬ 
ments in the means of transport India is still a land of 
distances. The importance of good roads can hardly be over¬ 
emphasized. Good communications are of great importance 
to the cultivator for on them largely depends his opportunity 
for favourable marketing of his produce. Good communi¬ 
cations also react upon every aspect of the cultivator’s 
life for the closer connection which they create between the 
villages and the towns must stimulate the more backward 
and rural community to demand a higher standard of edu¬ 
cation as part of a general standard of living. They also 
induce interchange of ideas and broaden the cultivators’ 
outlook on life. So the need for a more planned, forward 
and enthusiastic policy is indeed great for making develop¬ 
ments in the road system of India. 

The village is a big one extending over about two miles 
from east to west and about a mile and a half from north 
to south, the area being about 2400 bighas. A District 
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Board road runs through the centre of the village connecting 
the road to Madhubani. The annual rainfall is between 40 
to 50 inches. Though this is sufficient, unfortunately it is 
very capricious. In some years nature declares a lock-out 
and there is very little rainfall and in some others the 
village is visited by floods which cause great damage to 
crops. The climate is fair but it has all the extreme changes 
in temperature which are so characteristic of the North Bihar 
plains. From the beginning of April to the middle of June 
hot winds usually blow from the west; then come the rains 
with epidemic of fevers (mainly malaria) in their wake and 
before the people have recovered their strength, sudden cold 
weather sets in in November or December resulting in further 
loss of life from other diseases. 

The chief inhabitants of the village are Bhumihar 
Brahmins who are called Paschima Brahmins in this part 
of Mithila as they came from the west and settled here. 
The village is owned by Bhumihar Brahmins—all 
descendants of the family of Babu Dhiraj Chawdhury who 
acquired all the property. The ancestors of these Zamindars 
came from Manika—a village in the district of Muzafifarpur 
—about two centuries back and settled here and occupied the 
village. 

The village slopes from north to south. The river 
Kamala once flowed through the village. The old bed of 
the river is still there and in rainy season it is full of water 
and is over-flooded sometimes causing great damage to 
crops. Last year due to the flood the people had to begin 
agricultural operations once again. Formerly there was a 
very good system of tank irrigation in the village. There 
were nearly 72 tanks. Now most of them have been filled 
up due to the frequent occurrence of floods. Though the 
particular proprietor has benefited by filling up of his tank 
and its conversion into grain-field the wider interest of the 
village has suffered. Some of the tanks remain there to 
this day and they serve a very useful purpose during rains. 
Sometimes a bund is put across the river and the eastern 
portion of the village is irrigated through this process. It 
often happens that when flood comes the whole village area 
is over-flooded and when it recedes it takes back the water 
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which had accumulated in a particular field during the early 
rains thus leaving the field dry. Due to the filling up of 
several tanks there are at present not a sufficient number of 
reservoirs where water can be stored. Some of the tanks 
are full of water hyacinth and the water is unfit for drinking 
purpose. Fortunately the village has been provided with 
five tube-wells by the District Board and the Zamindars and 
these supply drinking water to many. Others get drinking- 
water from a number of wells. 

The village consists mostly of mud houses with 
thatched roofs. There are some houses the walls of which are 
made of mud and bamboo (of which there is an abundance 
in the village) with thatched roofs. Some people who have 
a better economic status have brick built houses. There are 
five or six pucca two-storied houses owned by the Zamindars. 
A stranger is generally struck at the absence of ventilation 
in the dwelling-houses of the majority of the f^eople. There 
are no windows in the living rooms which are very small and 
if they are occupied by a large number of ])ersons they 
become intolerably stuffy. The only ventilation is provid(‘d 
by small holes in the walls of the rooms. On the average 
most of the houses have two rooms and the average size of 
the family is seven. The courtyard and interior of the 
houses are clean and well-kept, it being part of the duly of 
the housewives to plaster them periodically with mud mixed 
with cowdung and straw. The crooked lanes outside, how¬ 
ever, become the depositary for all household refuse through 
which the drains from the houses meander to a lower level 
and form stagnant pools. Large heaps of farmyard manure 
all round the village make the surroundings insanitary. 
The tragedy is that such a state of affairs should exist when, 
with the corporate action on the part of the villagers, the 
evils are so easily remediable. A common determination to 
keep the village clean and to avoid as far as possible the 
pollution of tanks would undoubtedly lead to an enormous 
improvement of the public health. 

At the time of the inquiry the number of families in 
the village was 1167 and the total population was 7003 
consisting of 3679 males and 3224 females. The males 
outnumber the females, as in the case of the majority of the 



ECONOMIC CONDITION OF A VILLAGE 


95 


provinces in India, the ratio being 876 females to 1000 
males. On a consideration of the figures for the last eight 
years (1931—38) it is found that the average birth-rate is 
33 per thousand of the population and the average death- 
rate is 28—the corresponding figures in the census (1921) 
of Bihar and Orissa being 37 and 27. The infant mortality 
of the village can only be described as appalling. In these 
eight years 1859 children were born and 372 of them died 
before they were twelve months old giving a death-rate of 
200 per thousand, or 20 per cent. The death-rate among 
the children of the landless labourers is higher still due to 
extreme lack of nourishment. High mortality would appear 
to be due to the superstition and ignorance which prevent the 
people from taking advantage of such little medical facilities 
as are available. Another reason perhaps is the prevalence 
of child-marriage and yet another the insanitary condition 
of most parts of the village. 

The Muhammedans number about 1800 forming more 
than a quarter of the total population. Amongst the Hindus 
the Bhumihar Brahmins are the most numerous community, 
numbering about 1650 forming about 23 per cent of the 
total population and about 32 per cent of the Hindus. The 
other castes in order of their numerical importance are the 
Dushads (112), Chamars (450), and blacksmith (160), 
goldsmith (100), sweepers (85), barber (60), Maithil 
Brahmin (30), Dhobi (30), Dom (19) and the rest consisting 
of Keots, Kurrais, Dhanuti, Anat, Khalka, Suri, etc. (1494). 

As in the case of most villages the number of literates 
is comparatively very small. There is one M. E. School 
under the control of the District Board. The building was 
badly damaged during the last earthquake and it has not 
been repaired as yet due to want of funds and the apathy 
of the District Board. There are about 150 students of 
whom 138 are Hindus and 12 Muslims. Tliere is one 
Muktala containing about 45 Muslim students (including 
12 girls). There is one Primary School where about 60 
students (including 4 girls) prosecute their studies. The 
extent of literacy is greatest amongst the Zamindar class who 
are culturally and economically the most advanced. Amongst 
the poorer sections especially among the landless labourers 
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the percentage of literacy is very small. The number of 
those who have passed the Matriculation Examination is 
seven, three of whom are graduates in Law and two of whom 
are studying in College. But the village is fortunate in having 
Babu Rajendra Narayan Chowdhury, B.L., who is a member 
of the Bihar Legislative Assembly. The Mass Literacy 
Campaign has not yet been started in the village though it 
is of prime necessity there as elsewhere. 

lliere are 34 Zamindars in the village. Their total 
population—including the members of their families—is 
about 300. They are moneylenders too and are the most 
prosperous class in the village. The next most prosperous 
class of people are the thirty families of agriculturits who 
own fairly big holdings. The third class of people whose 
main occupation is agriculture but who have certain other 
subsidiary occupations to supplement their income is import¬ 
ant numerically consisting of about 250 families and 
constituting the second most numerous class in the village 
the first being, of course, the landless labourers. There are 
ten families of businessmen whose main occupation is some 
kind of trade and who carry on agriculture as a subsidiary 
occupation. They have a decent income and are fairly 
prosperous. The number of families solely dependent on 
their hereditary possessions is about 83 consisting of Lohars 
(blacksmiths), Zohlas and Tanlis (weavers), Haluais (sweet¬ 
meat makers). Dhobis (washermen) and Mallah (fishermen). 

The most numerous class is that of the landless 
labourers consisting of 760 families numbering 5023 people 
forming about 72 per cent of the total population of the 
village. Though numerically most important, economically 
they are the most backward and their cx)ndition is really 
pitiable. A few of them had land about 25 years back but 
due to their contracting debts and being unable to repay 
them they had to sell off their land to the Zamindars, but 
most of them are landless labourers from generation to 
generation. The average number in such families is seven 
of whom generally two are occupied. Most of them work 
in the lands of the Zamindars and ‘ girhastas.’ There are 
others who work as masons, servants, carpenters, bangle- 
makers and village chowkidars. Though most of them do 
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not get employment throughout the year the number who 
emigrate elsewhere is negligible due to their lack of enter¬ 
prise, want of information and lack of money to undertake 
railway journeys. They live in miserable dwellings and 
often three or four of them live in one room. Their average 
daily income does not exceed 3as. which they get in kind 
generally in the form of paddy. When they do not get 
employment they have hardly anything to fall back upon. 
It is this class which is discontented most, and some of them 
volunteered to acquaint us with their miserable state of 
affairs hoping that we could come to their aid. 

They live on a very simple diet consisting practically 
of rice, pulse and some vegetables. Their children are 
hopelessly under-nourished inasmuch as they do not get 
practically any milk at all. High birth-rate is accompanied 
with high death-rate which is mostly due to malaria and 
their low resisting power. This class has no security to 
offer and so they have great difficulty in getting loans which 
they often require to meet their daily needs, not to speak of 
emergencies. When they are able to get some amount of 
loan they have to pay a very high rate of interest. The 
average debt per family is Rs, 20 and so the total debt of 
this class amounts to about Rs. 14000. All this is unsecured 
debt and mostly used for unproductive purposes. The agri¬ 
culturists who carry on some subsidiary occupation have the 
largest amount of debt as a class. The total debt of this 
class is about Rs. 22000 the average per family being 
Rs. 90. Some of them contract debt for marriage, some for 
maintaining and purchasing the instruments which they use 
in their subsidiary occupations and some who act as agents 
of businessmen who have set up creameries borrow money 
from them to advance it to milkmen for regular supply of 
milk. So the greater amount of the debt of this class is 
for productive purposes and those, who are able, pay off 
the principal and the interest on it from the earnings of 
their subsidiary occupations. The businessmen who also 
carry on agriculture as a subsidiary occupation are fairly 
well-to-do and though they contract debts the latter are 
mainly for productive purposes and so they have not much 
difficulty in repaying them and in paying the interest. The 
F. 13 
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total extent of the loans of this class does not exceed Rs. 5000. 
The extent of indebtedness is rather small amongst those who 
solely depend on their hereditary professions—the total 
being about Rs. 1200. The amount of indebtedness in the 
case of the Zamindars who are the most prosperous 
community in the village is practically negligible being only 
about Rs. 5000. The agriculturists who own big holdings 
account for Rs. 4500 of indebtedness. 

The total amount of debt taking the village as a whole 
comes to about Rs. 52000 giving an average per family of 
about Rs. 50. The moneylenders are mostly Zamindars 
and businessmen. The rate of interest is very high. It is 
generally half an anna per rupee per month, i.e., 37 per 
cent per annum. Compound interest is also charged if the 
interest accruing annually is not paid up regularly. The 
rate of interest on mortgage loans was about 24 per cent per 
annum. The passing of the Bihar Moneylenders’ Act, 1938, 
has effected certain changes. By this Act, the interest on 
mortgage loans cannot exceed 9 per cent per annum; that 
on unsecured loans cannot exceed 12 per cent and the total 
amount of interest accrued cannot exceed the principal. But 
the moneylenders are now less willing to lend money and 
people have sometimes great difficulty in securing loans. 
Besides the moneylenders have devised unfair means of 
avoiding the law, e.g., by getting bonds in which the borrower 
has to write that he has borrowed a greater amount than the 
actual sum. 

On a critical analysis the main causes of indebtedness 
seem to be—‘ marriage expenses,’ ‘ business,’ ‘ family 
expenses,’ ‘ purchase of bullocks,’ ‘ purchase of implements,’ 
‘ land revenue,’ ‘ payment of old debts ’ and ‘ building a 
house.’ One pleasant feature appears to be the absence of 
indebtedness from litigation. The impression obtained 
from a study of the figures of indebtedness is that the debts 
are not really great and some is really old debt from 
previous years; as a whole the people do not seem to be more 
extravagant or improvident than elsewhere. 

The co-operative credit society is conspicuous by its 
absent in so big a village. The greatest hope for the 
salvation of the rural masses from the burden of debts lies 
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in the growth and spread of a healthy and well-organised 
cooperative movement based upon the careful education and 
systematic training of the villagers themselves. Apart 
altogether from the question of indebtedness, cooperative 
credit offers the only satisfactory means of financing agri¬ 
culture on sound lines. If the villagers are to be contented, 
prosperous and happy the cooperative movement must be 
regarded as deserving all the encouragement which it lies 
within the powers of the public and provincial governments 
to give. 

The village boasts of a fairly large market held twice 
a week—on Wednesday and Saturday. The area of the 
market-place is about 20 bighas. There are about 28 huts 
owned by one Zamindar who gets Rs. 60 annually as house- 
rent. Those sellers who have no hut, pay one or two pice to 
the landlord per every rupee of their sale according to the 
commodity sold. This market was formerly a bigger one as 
cattle also used to be sold here but since the cattle market 
has shifted to a nearby village its importance has consider¬ 
ably dwindled. Commodities to be sold come from the 
neighbouring villages and of course from the village itself. 
The nearest central market is at Madhubani reached by the 
kachcha District Board road. After heavy rains this road 
is impassable for three or four days, then it dries up and 
the ground hardens. For transport in the rainy season, 
either extra bullocks have to be used or the loads of the 
carts greatly reduced. The ordinary means of conveyance 
are bullock-carts. The chief articles sold in the market are: 
the different kinds of corn, pepper, hardi, adi, dhania, gur, 
fish, meat, vegetables, pottery, lac ornaments, handwoven 
cloths, fans, baskets and agricultural implements. The 
kachcha seer of the village is equivalent to 100 tolas, i.e., 
20 tolas more than the standard seer. 

The system of land-tenure of the village deserves care¬ 
ful study. There are 34 Zamindars—all Bhumihar 
Brahmins—who own most of the land. Bakhast land forms 
55 per cent of the total area and there is a tendency towards 
its increase. This is because of the confiscation due to 
arrears of rent due to Zamindars. The average rent per 
bigha is Rs. 2/12, which is realised in four kists (i.e., times) 
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a year. The land revenue per bigha is 8 as. on the average 
and the cess 5 pice. The nakdi land covers about 1300 
bighas forming the greater part of the arable land. There 
are only 70 bighas of Bhaoli land. Fallow land known as 
‘ Cairmazarua Khas ’ amounts to 100 bighas and there are 
about 60 bighas of land belonging to all villagers (known 
as ‘ Gairmazama Am ’). 

There are mainly two kinds of soil—‘ Dhanhar ’ lands 
meant for paddy crops and ’ Bhith ’ lands which yield rabi 
and are at a higher level. Dhanhar and Bhith lands can be 
subdivided according to the descending order of fertility 
into Kewal (best), Dorns (intermediate) and Balkus (worst). 

The principal crop grown is Kharif inasmuch as 
Dhanhar occupies about 10 per cent of the arable lands. 
Khesari is grown in ricefields. Gram is grown in the fields 
after the harvesting of rice. There are about 150 bighas 
of land in which ‘ bhadai is grown. Potatoes and other 
vegetables like onions, cabbages, brinjals are grown 
generally near about the dwelling-houses where they can be 
better looked after. The annual produce per bigha varies 
according to the nature of the soil from 7 to 20 maunds in 
the case of ‘ dhan,’ 1 to 6 mds. in the case of khesari, and 
6 to 20 mds. in the case of wheat, barley, mustard, peas and 
arhar. 

The average produce per bigha is about 13 maunds and 
the total expenditure over cultivation is about Rs. 7/8 per 
bigha. Manure is not used to any considerable extent, most 
of it being burnt in the form of cowdung cakes. No 
improved implements or selected varieties of seed have been 
introduced. No improved methods of cultivation have so 
far been adopted; the same kind of plough and other 
implements are in use, as have been used from time 
immemorial. There is no Demonstration Farm in the 
neighbourhood. 

The Zamindars are not mere rent-collectors. They 
possess lands and cultivate them with their bullocks and 
ploughs. is also the custom of employing the ryots’ 

^ bullocks when the latter have no work with them, 

r ‘ c live in the village and as such the question 

of absentee landlordism ’ does not arise. Most of the 
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Zamindars carry on grainlending business too. The rate of 
interest varies from 25 to 50 per cent. Then there are 
Zamindars who are Zamindar-cu/n-Kisan inasmuch as they 
possess both ryoti and zamindari lands. Most of the lands 
have passed from the hands of the ryots to those of the 
Zamindars as Bakhast land. But the usual practice is that 
those lands are again given to the same ryots on ‘ Batai ’ 
(i.e., half-and-half) or ‘ Mankhar ’ or ‘ Manhunda ’ system. 
In ‘ Batai ’ the maliks take half the produce from the field 
throughout the year but in the case of ‘ mankhar ’ they take 
half of only one of the produce—^mainly paddy—and the 
ryots are at liberty to grow whatever they like after the paddy 
season is over and take all the produce themselves. This 
settlement takes place every year. But these days due to 
the Kisan Movement the Zamindars have been frightened and 
they are reluctant to make such settlements with the ryots. 

The difficulties of agricultural development are many. 
The fragmentation and subdivision of land and the excessive 
number of superfluous inefficient cattle are serious handicaps. 
The Agricultural Department is carrying on an agricultural 
campaign on a small scale. But the ignorance, prejudice 
and conservatism of the people are obstacles in the path of 
progress. The ordinary agriculturist is slow to adopt new 
methods or new crops because of the above causes. Thus 
only spade-work has been done in this direction. Without 
fuller cooperation of the masses with the state no progress 
can be achieved in this direction. 

The village industries are very few and even those 
which are there are unorganised. The only important 
industry which is well-organised is that of creamery. Cream 
is manufactured and butler too and the products are sent to 
Madhubani. For improvement of the village industries tlie 
chief needs are the stimulus of new ideas and the provision 
of adequate instruction and advice on the commercial side. 
But as the Agricultural Commission point out “ the oppor¬ 
tunities which they present for improving the condition of 
the rural population are extremely limited and as a general 
principle it may be laid down that the chief solution of the 
problems of the cultivator lies in promoting the intensity and 
diversity of his agriculture.” It is essential that village 
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industries should be organised on a cooperative basis if they 
are to survive increasing competition. 

The standard of living is much the same for all the 
inhabitants who all eat practically the same kind of food 
except the Zamindars and the few fairly prosperous agri- 
culturists and businessmen. Food consists mainly of rice, 
pulses and a few vegetables. The picher classes use more of 
ghee, oil, milk, butter, etc., which the poorer classes can afford 
to use only on ceremonial occasions. The use of tea is not 
common among the people who can afford it. Mill-made cloth 
is used for clothing as the people say that it is cheaper than 
homespun cloth. The only difference between the clothing 
of the owners and menial tenants is that the former buy a 
better class of cloth than the latter. There is not much 
difference in living standards between the comparatively 
rich and the poor. The wives of the former have more gold 
ornaments than the others; they wear them, however, only on 
ceremonial occasions and ordinarily there is no difference in 
this respect between the women except that women of the 
richer classes are pardanashin and have little work whereas 
those of the poorer classes have to perform most of the house¬ 
hold duties and have sometimes to work outdoor to supple¬ 
ment their meagre family income. 

Rural uplift has, of late, attracted a great deal of 
attention of the public and of the state. Permanent results 
can be obtained only by a concerted effort at village uplift; 
economic, social as well as intellectual. This would mean 
providing clean villages, clean drinking water, adequate 
medical facilities, improved means of agriculture, cottage 
industries, compulsory primary education, village libraries 
and reading rooms, lessons to the villagers regarding the 
dignity of labour, cooperative credit societies to help them 
with cheap credit, measures to kill their age-old fatalism by 
demonstrating that diseases and pestilences can be success¬ 
fully overcome, improvement in the status of women and 
measures to make the villagers give up all their unhealthy, 
uneconomic and religious-ridden customs. 

‘‘ Neither by waving the National Flag nor spinning 
your allotted quota of cotton on the charka can you win 
Swaraj but only by constructive work for the masses, only 
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by actual service to your countrymen can you achieve it.” 
This advice of Dr. Rabindra Nath Tagore to our people is 
very significant. “ The social worker can scarcely expect 
the halo and popularity of the political worker or even 
Government appreciation but he can have the satisfaction of 
having done his bit to lessen the misery and suffering around 
him, and that is the prime object of LIFE.” 




SOME ASPECTS OF INDUSTRIALISATION IN INDIA 


BY 

N. G. Abhyankar, B.A. (Hon.), M.Sc. (London), 
Cobden Club Medalist, University of Bombay. 

The publication of the Report of His Majesty’s Senior 
Trade Commissioner for India, Burma and Ceylon for the 
year 1937-38 has raised a storm of protest from all sections 
of the public in this country. The political propriety, on 
the part of a Trade Commissioner of one country, to comment 
on the industrial policy adopted in another country may well 
be disputed. Economically speaking, it should not be 
ignored that the Report of the Senior Trade Commissioner 
raises certain fundamental economic issues which deserve 
careful scrutiny and consideration at the hands of those who 
are interested in the rapid economic progress of this country, 
on essentially sound and healthy lines. On page 29 of his 
Report, the ^nior Trade Commissioner makes the following 
remarks:— 

“ Indian public men, both politicians and industrial¬ 
ists, seem to be imbued with a conviction that 
the more domestic production is substituted for 
imports until the latter are gradually extinguish¬ 
ed, the more prosperous the country will 
become. One never hears a doubt being 
expressed as to how such a policy could be 
carried out simultaneously with the maintenance 
of a considerable excess of export of agri¬ 
cultural produce on which the whole economic 
system of India is based. By what means, it 
will be possible to receive payment for an 
export of Rs. 140 crores of raw-materials and 
produce alone (which was the value shipped in 
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1935-36) except by the receipt of goods and 
services is a problem to which reference is never 
made. The policy of maximum industrialisa¬ 
tion, if followed to the lengths contemplated by 
the present Congress authorities and the 
Provincial Governments, must inevitably lead, 
firstly, to a serious clash of interest with the 
agricultural element, which constitutes nearly 
70 per cent of the population, secondly, to a 
crisis in India’s finances, as the Government of 
India rely upon the customs receipts for some 
60 per cent of their revenue and, lastly, to the 
collapse of the financial and economic fabric of 
the Government of India which is depending on 
an excess balemce of exports, in order to meet 
the Indian financial commitments in London 
(amounting to a sum of Rs. 50 to 60 crores per 
annum) and to maintain the exchange.” 

Broadly speaking, in the remarks quoted above. Sir 
Thomas Ainscough has raised the three following issues:— 

(a) the effects of protective tariff on the volume of 
imports into India and, ultimately, on the 
proceeds of the customs duties and the 
financial stability of the Government of 
India; 

(b) the effects of protective tariff, primarily, on the 

volume of imports into India and consequent¬ 
ly on the Indian exports to other countries; 
and 

(c) the effects of protective tariff on the balance of 

trade position of India with U.K. and the 
exchange stability in India. 

Let us examine these three propositions and see whether 
the anxiety expressed by Sir Thomas in these remarks is 
justified by reference to economic theory or economic 
practice—either in India or the world over. 
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(a) The effects of protective tariff on the volume of 
imports into India and, ultimately, on the proceeds 
of the customs duties and the financial stability 
of the Government of India. 

Sir Thomas points out that the pursuit of the present 
policy of protection will, in course of time, lead to a 
curtailment of the total value and volume of imports into 
India and a serious decline in the proceeds of the customs 
duties. As the Government of India depend for nearly 60 
per cent of their revenue on the proceeds of the customs 
duties, such a decline would spell a veritable collapse for 
the financial structure of the Central Government in this 
country. If this proposition merely means that the imposi¬ 
tion of a protective tariff would cause a relative decline in 
the proceeds of the customs duties, no one need dispute it. 
Because, it is a common place of economic theory that the 
acid test of a protective duty, in contrast to a revenue duty, 
is that after the imposition of the protective tariff, the 
volume and value of imports admitted into a country must 
show a relative decline. If, on the other hand, a decline in 
the proceeds of the customs duties, on the scale conceived by 
Sir Thomas Ainscough, is likely to occur in the near future, 
it must, surely, cause great anxiety to those who are entrusted 
with the maintenance of the financial stability of the Central 
Government in India. There is nothing, however, in the 
economic history of most of the progressive and industrial¬ 
ised countries in the world like Germany, U.S.A. and others, 
to justify such a proposition. The economic history of 
Germany and United States, in the early days of their 
industrialisation, shows that the imports from United 
Kingdom into these countries tended to expand, rather than 
decline in those years. There is a consensus of expert 
opinion that the rapid industrialisation of backward 
countries like India and China, with the inevitable increase 
in the level of employment, incomes and the standard of 
living associated with such industrialisation, should be 
regarded as a factor which would open up greater oppor¬ 
tunities of profitable trade for the highly industrialised 
countries in the West. In the long run, Aerefore, with the 
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increase in the incomes and the standard of life of the masses 
in this country, it is reasonable to suggest that the imports 
would show a remarkable advance over the present figures, 
as is borne out by the historical experience of most of the 
industrialised countries in the West. Clearly, it is true that 
the character of the trade between India and the world will 
not be the same as it is today, and India is bound to import 
more and more high-grade quality goods and specialities and 
export semi-manufactured goods, instead of simply exchang¬ 
ing raw-materials and food-stuff's, in return for finished 
goods. There is no reason, therefore, to suppose that the 
rapid progress of industrialisation would, in the long run, 
lead to a serious decline in the volume of imports, and, 
ultimately, to a considerable reduction in the proceeds of 
the customs revenue of the Government of India. It is 
possible to argue that this reasoning is true, so far as the 
long-run effects of industrialisation are concerned; but, 
during the period of adjustment in the short-run, India is 
bound to experience the difficulties, mentioned in the above 
proposition. I think that the validity of this short-run 
argument depends largely on the tacit assumption that our 
industrialisation is going to be a sudden and a rapid process. 
In my opinion, it is not legitimate to suggest that we can 
industrialise the country overnight. Industrialisation will, 
necessarily, be a gradual and a slow process and during the 
time involved in such a slow process, it is not unlikely that 
the necessary financial adjustments could be made. Even 
assuming, however, for the moment that the proceeds of the 
customs duties would tend to fall, 1 think that the changes 
brought about in the taxable capacity of the people, as a 
result of the rapid industrialisation of the country, are not 
given due weight in such a discussion. If the rapid indus¬ 
trialisation, on the scale conceived by Sir Thomas Ainscough, 
is likely to take place, it is bound to lead to an all-round 
increase in the level of investment, employment and incomes 
of the mass of people in this country. • It is quite obvious 
that an increase in the primary and secondary employment 
and the consequent increase in the incomes of the people 
would result in an increase in the yield of the present 
income-tax, as well as an increase in the number of people 
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who come within the operation of the income-tax laws. 
Secondly, the prospects of the imposition of Death Duties 
in this country are under the investigation of the Central 
Government, at present. Clearly, it is wrong to expect that 
the yield from Death Duties in this country, whenever they 
are enforced, will be at all comparable to the yield of Death 
Duties in wealthier countries like United States and United 
Kingdom. But, it should be noted that so far the possibili¬ 
ties of Death Duties or some kind of agricultural income- 
tax remain to be fully explored in our country. Thirdly, 
it should not be forgotten that, with the coming in of a 
National Government at the Centre which would not easily 
lend countenance to the traditional suspicion that the econo¬ 
mic policy of this country is dictated from the City of 
London, the attitude towards the Excise Duties of the Indian 
public in general and the commercial community, in parti¬ 
cular, is likely to undergo a radical change. Lastly, it is 
a matter of common knowledge that the main purpose of 
indirect duties, like the Customs, is to tap that income strata 
in a community, for the revenue requirements of the State, 
which do not come wilhin the purview of direct taxes, such 
as income-tax, super-tax, and the Death Duties. If the 
hnancial requirements of the country justify additional taxa¬ 
tion in the long run, as a result of a substantial fall in the 
proceeds of the customs duties—as suggested by Sir Thomas 
—then, it will be necessary to examine the scheme of a 
general sales tax on a number of selected articles which do 
not come within the operation of the customs tariff^ The 
foregoing analysis shows that the apprehension regarding the 
supposed decline in the volume of imports and the conse¬ 
quential fall in the proceeds of the customs duties have 
little justification and the remarks made by the Senior Trade 
Commissioner are unduly alarmist and misleading. 

(b) The effects of protective tariff on the volume of 
imports and consequently on the volume of Indian 
exports abroad. 

Sir Thomas points ou^^ that the pursuit of the present 
protective policy in this country will lead, in course of time. 
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to a curtailment of the total volume of imports into India 
and, as in the long run exports pay for imports, such a 
decline is bound to react upon the volume of Indian exports 
to other countries. The main implication of this proposition 
of Sir Thomas Ainscough is that the Indian economy is 
adjusted to the production of a large volume of staple agri¬ 
cultural products for the export markets and any serious 
decline in the imports into India is bound to react on the 
volume of these agricultural exports and thus affect the 
purchasing power of the mass of agriculturists, which would, 
ultimately, affect the prosperity of Indian home industries. 
In my judgment, this is the most profound issue that has been 
raised by Sir Thomas and it must be squarely faced by all 
those who are interested in the creation of a balanced 
economy in this country. It will be seen, on further analysis, 
that the effects anticipated by Sir Thomas will not be as 
severe as they may appear at first sight; but, it is undeniable 
that his proposition contains a measure of truth. 

Sir Thomas Ainscough’s argument boils down to the 
familiar objection of the Free-trader against the creation of 
a Tariff wall. The Free-trader, for example, admits that 
the imposition of a duty on certain foreign articles which 
compete with the products of the home industries would 
cause an increase in price of the commodity in question, and 
also would lead to an expansion of production and increase 
in employment in the protected industry. But, the free¬ 
trader emphasises that, as, in the long run, the exports pay 
for imports, the curtailment of imports would lead to a 
curtailment of exports, and thus the increase in employment 
and incomes in the protected industries would be offset by a 
decrease in the export industries and, on the whole, there 
would be no net increase in the total employment or incomes 
at home. On the same basis. Sir Thomas points out that 
the curtailment of imports into India would lead to curtail¬ 
ment of Indian agricultural exports and such a decline in 
the Indian exports would aggravate the present deplorable 
position of the Indian agriculturist. It is quite true that 
theoretically a decline in imports into a country will cause, 
in the long run, a proportionate decline in the exports from 
the country to Ae outside world. But, as Dr. Haberler has 
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recently shown in his lucid analysis, it is_ possible to conceive 
of circumstances in which, in spite of a decline in exports, 
there may be an actual increase in the total net employment 
and incomes in a country. A simple case would make this 
point quite clear. 

For example, let us suppose that a country decides to 
impose a tariff duty on foreign imports which compete with 
the products of the home industries. After the imposition 
of the duty, the purchasing power which was previously 
spent by consumers on imported goods and used by the 
foreign recipients to purchase exports from the country in 
question would be spent by the consumers on home-produced 
goods and may be used by the recipients to purchase goods 
from their own export industries, so that a new home demand 
for the products of the export industries may replace 
previous foreign demand. In effect, the export industries 
work now for the protected industry and cater for the 
expanded home market instead of the foreign markets. Of 
course, it is possible that the demands of the newly employed 
works in the protected industry may not be for the same 
goods and commodities which the export industries may be 
producing. Any change in the direction of demand of the 
recipients of the additional incomes may clearly need a re¬ 
adjustment of production in the export industries. If there 
is large-scale unemployment or under-employment of 
resources at home, it is possible that the additional demand 
of the recipients of the additional incomes may reduce un¬ 
employment in the branches of industry to which the new 
home demand flows. Whether the export industries would 
be able to make the necessary production re-adjustments, in 
response to the change in the direction of demand, largely 
depends upon the specificity of the factors of production 
employed in the export industries. For example, if the 
factors of production are specific (i.e., meant to produce 
only one commodity) like the factors of production in the 
British Coal Industry in the post-war years, then clearly, the 
export industry cannot escape the loss arising out of the 
falling off of exports abroad. If, on the other hand, the 
factors are relatively less specific, it may be possible for 
the export industries to make the necessary production 
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adjustments and the initial imposition of a tariff duty may 
lead to a net increase in the total employment and incomes 
at home. This analysis will show that the magnitude of 
the loss to the export industries, consequent on any curtail¬ 
ment of the imports into a country, largely depends upon the 
following three factors:— 

1. the ability of the expanded home industry to 

absorb the products of the export industries; 

2. the ability of the export industries to make the 

necessary production adjustments in response 
to the changes and conditions of demand; and 

3. the general monetary situation in the country. 

Provision of an assured market for the exportable agri¬ 
cultural surplus must be the supreme consideration in assess¬ 
ing the effects of industrialisation on the general progress in 
a predominantly agricultural country like India. In consider¬ 
ing the effects of industrialisation on the position of our 
agriculture, one has to bear in mind the following factors:— 

(i) How far the expanding industries at home would 

provide an alternative market for the products 
of our agriculture and thus absorb our agri¬ 
cultural exportable surplus? 

(ii) How far it will be possible to bring about the 

necessary adjustment in the character of our 
agricultural production to suit the changed 
conditions of demand in the expanding home 
industries? 

TTie acid test of the efficiency of an economic system is 
its ability to adapt its productive capacity to the changing 
conditions in demand. It follows from this that there is no 
reason to lament over the fact that, as a result of the changing 
conditions of demand in India or in the outside world, we 
may be required to bring about adjustments in our productive 
capacity at home. In considering the whole problem, we 
cannot afford to ignore certain changes which have occurred 
in the character and the direction of our foreign trade in 
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recent years. First, it should be remembered that if the 
ultranationalistic policies adopted by the European countries 
continue to be their long-term economic policy, then, the 
hopes of reviving our staple agricultural exports, like oil¬ 
seeds to other countries to pre-depression level must be 
regarded as far from bright. Secondly, it is interesting to 
note that Japan has recently adopted the exchange control 
policy similar to the one which prevails in Germany, and if 
Japan persists in this policy after the termination of the 
Sino-Japanese struggle, then the hopes of reviving our 
exports of staple raw-materials like raw-cotton and pig-iron 
to Japan, must also be regarded as unduly optimistic. These 
illustrations will show that on the supply side if the present 
trends in the policies of various States continue, then the 
question of finding alternate markets or creating an addi¬ 
tional market for our exportable surplus of food-stuffs and 
raw-materials such as, cotton, oilseeds and pig-iron at home, 
may be forced upon us as a matter of necessity, rather than 
as a matter of choice. In this connection, it should also be 
remembered that we are importing large quantities of rice 
from Burma and large quantities of long-staple cotton from 
Egypt and other countries, and if the developments, mention¬ 
ed above, materialise, we may be forced to examine how 
far we can make the production adjustments in our agri¬ 
culture to replace foreign imports of rice and cotton, with 
a view to diminish our dependence on the foreign markets 
for our exportable surplus of foodstuffs and raw-materials. 
I have attempted to show, in examining the first proposition 
of Sir Thomas Ainscough, that there is nothing, either in 
economic theory or economic practice, to justify his view 
that, in the long run, the industrialisation of the country 
would result in a curtailment of imports and, consequently, 
a decline in exports. But, it is undeniable that the transition 
from an economy based mainly on the export of raw- 
materials to one based on a more balanced distribution 
between agriculture and industry is not likely to be without 
difficulties and temporary maladjustments and, I have 
analysed certain considerations which must weigh with those 
who are interested in a rational planning of agriculture and 
industry in this country. 

F. 15 
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(c) Th% effects of tariff on the balance of trade posi¬ 
tion of India with XJ.K. and the exchange 
stability in India. 

Sir Thomas Ainscough points out that the pursuit of 
the protective policy in this country has adversely affected 
the balance of trade position of U.K. with India. He 
deplores the fact that the favourable balance of trade of 
U.K. with India, which was to the extent of Rs. 60 crores in 
the pre-war years, has changed into an unfavourable balance 
of Rs. 12 crores in 1937-38. In this connection, it must be 
remembered that we cannot get a true picture of the total 
imports from U.K. to India and the total exports from India 
to U.K. without taking into consideration the large volume 
of invisible imports and services such as Banking, Insurance 
and Shipping which U.K. sells annually in the Indian 
market. Furthermore, it should be noted that there is 
nothing in the theory of international capital movements 
which justifies the Senior Trade Commissioners lament 
over the decline of U.K. imports into India, relatively of 
Indian exports to U.K. It is a matter of common agreement 
among economists that the only way in which creditor 
countries can accept the payment of interest or the repay¬ 
ment of capital is by the creation of an import surplus of 
goods and services equivalent in value to the interest pay¬ 
ment or the capital repayment. It was merely an accident 
of economic history that India made her payments to U.K. 
by the export surplus which she had with the European and 
non-Empire countries in the pre-war pre-depression years. 
Now that the European countries like Germany, Italy and 
India’s best eastern customer like Japan have adopted the 
policies of equalising their total payments out, with their 
total payments in, on international accounts, it is difficult 
to see how India can hope to have an export surplus in her 
international trade account with these countries. The only 
rational way by which India can make her payment to the 
United Kingdom is, either by expansion of her exports to 
United Kingdom or curtailing her imports from U.K. If 
U.K. refuses to create an import surplus in order to receive 
her payments and dividends, then the economic forces would 
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tend to work in such a way as to reduce imports of U.K. into 
India and create the necessary surplus in India’s inter¬ 
national trading account. 

In the foregoing analysis, an effort has been made to 
examine the implications of the fundamental issues which 
are raised in the Report of the Senior Trade Commissioner. 
The analysis shows that the remarks of the Senior Trade 
Commissioner about the effects of the protective tariff on 
the volume of imports and, ultimately, on the proceeds of 
the customs duties, as well as his remarks about India’s 
balance of trade with U.K. and India’s ability to maintain 
her exchange have no foundation in the realm of economic 
theory or economic practice and are unduly alarmist and 
misleading. In pointing out the effects of the industrialisa¬ 
tion of the country on the position of our agricultural 
exports, the Report has done a great service in bringing out 
into clear relief, that the provision of an assured market for 
our exportable agricultural surplus is a matter which cannot 
be neglected by those who are out to plan agriculture and 
industry in this country. 
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A Century of Bank-Rate, by R. G. Hawtrey. (Longmans, 

Green & Co.). 1938. Pp. 328. Price 10s. 6d. net. 

The scope of this book is much more than what is in¬ 
dicated by the title. The earlier half of the work contains a 
historical survey of the relation between bank-rate and gold in 
pre-war Britain. Mr. Hawtrey demonstrates how the practical 
application of the bank-rate evolved in the 19th century was pure¬ 
ly empirical. Starling from the hypothesis that a rise in the rate 
of discount must retard the creation of credit, the Bank of England 
raised the rate whenever its gold reserve threatened to prove in¬ 
sufficient. Following the 19th century tradition, Mr. Hawtrey em¬ 
phasises the influence of changes in !^ank-rates on traders'* 
stocks of goods. It need hardly be said that this belief in the 
mechanism of bank-rate and complacency of Mr. Hawtrey. stand in 
marked contrast to the views of writers like Keynes and Harrod, 
who on the basis of recent British monetary experience, have stress¬ 
ed the inherent defects of the lechnit^ue of bank-rate. In one of 
the recent studies issued by the University of Oxford under the 
editorship of Harrod, it is pointed out that the connection between 
bank-rate changes and traders’ stocks of goods is at Ix'st loose or 
remote. 

The latter portion of the book contains an admirable discus¬ 
sion of the relation between long term and short term rales of 
interest. Instead of estal)lishing any interaction between the two 
types of interest rates, the author points out that both sets of 
rates are exposed to the common influence of the investment market. 
Investment in short term and long term investments, being alter¬ 
natives open to the ordinary investors, any putting up of the bank- 
rate, by making investments in short term funds more attractive, 
leads to a rise in the long terra rate of interest. In his examina¬ 
tion of Keynes’ Theory of Interest Rate (pp. 195—207) Mr. 
Hawtrey emphasises the influence of monetary authorities, on the 
rate of interest prevalent at any moment in a community. The 
reason why, sometimes even a moderate rise in bank-rate, has 
proved effective, as a deterrent, is that it produces changes in 
traders’ expectations, which ultimately result in banks charsring 
high rates to customers, and keeping down the volume of credit, 
by refusing to lend to less eligible borrowers. As the importance 
of psychological factors, such as traders’ expectations was recog¬ 
nised in the 19th century bank-rate tradition itself, Mr. Hawtrey 
observes that there is really no large incompatibility between that 
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tradition and Mr. Keynes’ insistence on the role of psychological 
factors, in his exposition of the theory of the rate of interest. 

But as Mr. Ha^\trey himself points out (p. 250), if the efficacy 
of the bank-rate depended ultimately on psychological reactions, it 
will be precarious; for, if people cease to l)elieve in it, the re¬ 
actions would no longer occur. But these reactions are in reality 
no more than a reinforcement of a tendency which in many cases 
already exists. Bank-rates can be used to contract credit only 
when and if they are raised high enough, though there is a limit 
to the power of stimulating an expansion of credit by lowering 
the bank-rate. Recent British experience has forced Mr. Hawtrey 
to admit the comparative futility of changes in interest rates, as a 
means of getting out of present and future depressions. “ The 
extreme cheapness of money,” writes Mr. Hawtrey in 1932, “ was 
responsible for what he has called a credit deadlock. With 
bank-rate at 2%, there were no downward adjustments which could 
be made to revitalise the trade and help it on the way to recovery.” 
While aware of the limitations of the weapon of bank-rate changes, 
Mr. Hawtrey is no undiscriminating enthusiast such panaceas 
as public works and budget deficits. As an instance of his ortho¬ 
doxy, I may quote his statement (p. 268), “ Even modifications of 
taxation, or subsidies to consumers, though more manageable than 
a programme of public works, could hardly be applied with the 
same delicacy of adjustment as bank-rate. Indeed they are not 
intended to do the work of bank-rate; they are offered as a pallia¬ 
tive, in cases where, a severe depression already exists. They are 
not defended as an improvement on bank-rate, but their advocates 
simply assume as axiomatic that bank-rate does not work.” Mr. 
Hawtrey would imply that such proposals as those made by 
Harrod and Meade are the result of a too pessimistic outlook on 
the efficacy of bank-rate changes. 

With the growing dominance of ihe Government in the British 
Money and Capital markets (Vide Hicks’ English Public Finance, 
1920—36), we may doubt if it would be possible to burn away 
the present-day idols of ])ublic works and remissions in taxation, 
and exclusively worship the old bank-rate tradition of the Bank 
of England. 

No one but Mr. Hawtrey. with the Statistical establishment of 
the British Treasury under liis control, could have provided for 
us the numerous appendices, which are sure to be useful to 
^udents of the comparative rates of discount of the Bank of 
England, Bank of France, Gold Exports and Imports between 1850 
and 1931. The exhaustive index adds greatly to the usefulness 
of the work. 


M. K. Muniswamt. 
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Dr. Longfields’ Three Lectures on Commerce and One on 

Absenteeism, No, 4 of the Series of Science works on Poli¬ 
tical Economy, reprinted by the London School of Economics. 
1938. Pp. 111. Price 6s. 

One has only to peruse the three lectures of the author deli¬ 
vered in the University of Dublin, in 1834, to realize the rigorous 
manner in which doctrines of Mercantilists’ were combated in 
England, in the earlier half of the nineteenth century. Some of 
the appendices are extremely interesting thus in one note. Dr. 
Longiield propounds the modern doctrine that trade with any 
particular country has two distinct possible effects. One to fur¬ 
nish us, with the natural products, or the manufactures of that 
country: another to increase or diminish the price of our country¬ 
men’s industry, in all other countries. In another appendix, 
criticizing M’Carlloch the author develops the modern doctrine 
of the incidence of taxation of commodities according to 
w^hich, the incidence of a tax, may be distributed amongst 
many classes, sometimes including even the wage earners, 
employed in the making of the exported or imported 
commodities. It required certainly rare courage to denounce 
English absentee landlords of estates in Ireland, as the author has 
done, in those days. At the outset, in his lecture, he states and 
examines dispassionately the argument, that from the standpoint 
of economics, there is not much difference between (see page 88) 
resident and absentee landlordism. He lakes the view' that the 
economic effects, relating to the production, accumulation, con¬ 
sumption of wealth are all produced through the medium of 
moral causes. If we stop at the direct economic effects of 
absenteeism we cannot come, to any practical result.” 

The author has this interesting argument in favour of resident 
landlordism. Vt’hen improvements are made, or when good of 
any kind is done by an absentee, there must be plans and recom¬ 
mendations and correspondence with an agent, and all those cir¬ 
cumstances, which give publicity to an operation: but the influence 
of a resident is constantly, but imperceptibly at work and perhaps 
the greater part of the good effected by a resident landlord, is 
done without any fixed plan, of which he could give an account.” 
1 wish in all cases the beneficial influence of a resident landlord 
were always at work! The lectures make stimulating reading. 


M. K. Muniswamy. 
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The Otlsf.ed Trade of India, by J. C. Bahl, B.A., M.Com., 

F.R.E.S., F.R.G.S., published by New Book Company, 

Bombay. 19S8. Pp. 3141 xv. Price Ks. 20. 

India is one of the largest oilseed producing countries of the 
world, and is perhaps the producer of a larger variety of oilseeds 
than any other country. The author estimates the oilseed crop at 
about 8 iniilion tons and the area under the crop at over 22 
million acres. A large portion of this produce is exported to 
foreign countries, chiefly, U. K., Holland, fiance, Germany, Italy, 
Belgium, and U. S. A. Since tlie Ottawa agreement the export of 
our oilseeds has considerably increased. Wiiile we export large 
cjuantities of oil-seeds we import oil-seed products of much more 
value. This raw material can easily be convened into oil-seed 
products if India pursues a policy of industrialisation. Some 
people suggest an export duly on oil-seeds to reslrict the export of 
this valuable commodity. Another difliculty is about our Railway 
Rales policy. Our Railway rates have been so framed that they 
encourage the export of oil-seeds to the port towns. Part 
of it is consumed in the port towns and the rest is exported to 
outside the country. This has checked the growth of oil-crushing 
industry in the interior. Although this grievance is of a long 
standing, and has been pointed out by several committees and 
commissions it has not yet been redressed. There is also need of 
a proper classification of seeds for pur])oses of fixing Railway 
rates. 

We congratulate the author and the publishers on bringing out 
a really authoritative work on the oil-seed trade of India. The 
learned author has been thorough and painstaking in the treatment 
of his subjecl. He has discussed the problem in all its aspects, 
as will be clear from the table of contents given below : — 

Chapter I—W orld Production and Trade in Oil-seeds, 

,, II—Oil-seeds in India. 


Ill—Marketing of Oil-seeds. 


TV- „ 

59 

55 

(Continued). 

V- „ 

55 

55 

(Continued). 

VI- „ 

55 

55 

(Continued). 


„ VII—Exportes of Oil-seeds. 

„ VIII—Finance of the Oil-seed Trade. 

„ IX—The Vegetable Oil Industry. 

»» X—Principal Needs of the Oil-seeds Trade. 
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The book is full of statistics, diagrams and charts which are 
very informative and helpful to the reader. In his last chapter 
the author has made a number of recommendations, such as the 
need of research in oil-seeds, suitable marketing machinery, good 
roads and means of communations, standardization of weights 
and measures, warehousing, Oil-induslry Committee, like the Indian 
Central Cotton Committee etc. No body, having the interest of 
the industry at heart, will difier from the author as regards the 
recommendations. Our Central and Provincial Governments are 
already doing something in connection with the marketing of pro¬ 
duce and the improvement of the quality of seed. We hope in 
time to come the Governments and the Commercial community 
will pay due attention to the needs of this growing industry. 

We believe that the hook is useful to the trader as well as the 
serious student of the subject. It is in the fitness of things that 
its introduction is written by Mr. G. N. (Chapman, Ex-Secretary 
International Association of Seed Crushers, London, w^ho has been 
actively engaged in the oil-seed trade for over fifty years. 

K. L. Govil. 


All-India Industuial and Commercial Directory, 1938-39, edit¬ 
ed by M. G. Desal B.A., and G.K.S. Rao, R.A.. published by 
the All-India Industrial Federation, Medows House, Medows 
Street, Fort, Bombay. Price Rs. 2. 

The book under review is one of the few directories published 
in this country. There is dearth of information on commercial 
and industrial subjects. The Government has been indifferent 
and the private enterprise had neither the means nor the capacity 
to undertake commercial and industrial surveys. But of late, our 
leaders of thought have directed their attention to the commercial 
and industrial needs of the country. Sir M. Visveswarayya is one 
of them. He is always crying hoarse, and rightly too, to increase 
the national dividend. Sir Piirsholtamdas and Dr. Bhalnagar, 
among others, stressed the need of commercial and industrial 
education in their convocation addresses. It is, therefore, a happy 
augury of the times. 

Looking at the Directory as an attempt in the right direction 
we congratulate the editors and publishers of it. But we do not 
consider it a standard work. There is considerable room for 
improvement both in the arrangement as well as the subject-matter. 



122 


REVIEWS OF BOOKS 


We admire the frankness of the publishers when they say in the 
preface, “Frankly, we are ourselves not content with what we have 
been able to do, but with increasing support and co-operation 
from Merchants, Manufacturers and Directors of Commerce and 
Industry in the Provinces and Indian States, we hope to achieve 
better results in future.” 

Section I gives a number of articles on commercial and eco¬ 
nomic subjects. Though not very informative, some of them are 
by persons who can speak and write with authority. The other 
sections are: 

Section II—Reviews of Commercial Houses and Industrial 
Establishments. 

Section III—Insurance and Banking in India. 

Section IV—Commerce and Industry in Indian States. 

Section V—General Information. 

Section VI—All-India Industrial Directory. 

Section VI “ A ”—All-India Commercial Directory. 

We would suggest a separate section on Indian Transport 
which should include railways, roads, air and sea transport. 

We commend the Directory to the public and wish it a better 
success in future. 


K. L. Govil. 


Ei.emknts of Indian Company Law, by Sohrab R. Davar. Pub¬ 
lished by BuUerworth & Co. (India), Ltd. Pp. 660. Price 
Rs. 10. 

Prof. Davar is a prolific writer of books on commercial sub¬ 
jects. His books on Commercial Law, Accounts, and Business 
Organization are too well-known to need any mention. The book 
under review is in its third edition. Besides being a very old and 
experienced teacher of commercial subjects, the author had the 
unique privilege of being a member of the Committee appointed 
by the Government of India for Companies Act Amendment (1936). 
He is also the author of a Manual of Indian Companies Law and 
Practice with forms and precedents in two volumes. This manual 
is an exhaustive treatise on the subject. 
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The ‘Elements of Indian Company Law’ in its present form 
is very much enlarged and brought up-to-date. The drastic changes 
brought about by the Act of 1936 are incorporated in the book. 
As an appendix the author has given the new Indian Companies 
Act. The book is quite Iiandy and useful for student? of com¬ 
merce preparing for University and other examinations. It is 
also good for ready reference by professional accountants and 
secretaries. We commend it to the student community for whom 
it is primarily meant. 

K. L. Govil. 


The Chicago Credit Mvrket, by Malchior Patyt. The Uni¬ 
versity of Chicago Press. Pp. 148. Price $400. 

“This book olTers a description and analysis of tlie function¬ 
ing of the unit system in commercial and investment banking. . . . 
it is not only a penetrating analysis of a local and regional set 
up, but brings out the broader comparisons with national and 
international finance as well.” 

“ This study is a ])art of a larger undertaking which has been 
under way for a number of years, dealing with the recent eco¬ 
nomic, social and political trends and emerging problem of the 
metropolitan region of Chicago .... A series of studies is 
planned .... To this collective task, the present study contri¬ 
butes its part.” 

These extracts from the flaps indicate the nature of the 
study, the object with which it has been undertaken, and the 
persons for whom it is intended. 

So far as the contents of the book are concerned it is divided 
into six chapters. 

Chapter first brings out the importance of (!!hicago as a credit 
centre and compares it with the leading financial centres of U. S. A. 
and Europe. 

The second and third chapters discuss the nature of the capital 
market ; the former dealing with the saving institutions and the 
latter describing the security market of this region. 

The fourth chapter discusses the nature of the money market, 
and examines the different forms of credit transactions and loan 
operations, which are current in this region. 
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Chapter fifth is devoted to the discussion of the Unit banking 
system and the autlior gives reasons why it obtains in this 
region, in place of the branch banking system found elsewhere. 

The sixth chapter deals with the concentration of the money- 
market in the form of groups and chains. 

Of the appendix about 170 pages contain tables which furnish 
statistical data relating to the sul)ject. 


M. A. Hasan. 


La Polittca Finanzuriv IlRiTANwrcA IN India, by Dr. Montndra 

Moui.ik, D.Sc. Pol. (Rome). Bologna, Nicola Zanichelli 

Editore. 1038. Pages 250. Price 25 lires. 

A work that has comprehensively opened up economic India, 
both in statistical and factual data as well as in ideology, to non- 
English readers in Italian is Dr. Moni Moulik’s British Financial 
Policy in India, The treatment is realistic and the presentation 
marked by independent thinking. 

Poverty and British rule are the two categories that constitute 
the economic ideology of this work written in lucid Italian. The 
author, a Research Fellow of the Bengali Institute of Economics, 
enjoyed for two years a stipend of the Isiituto Italiano per il Medio 
ed Estremo Orienie (Italian Institute for the Middle and the Far 
Ea.st) for researches at the university of Rome, where lie later 
obtained a doctorate in political science. The statistical data 
utilized for this work are quite recent and the author has not 
dwelt at length, except when absolutely necessary, on the older 
phases of British financial policy in India. 

The commercial aspects of the Government of India Act have 
l>cen analyzed in detail. The author has not failed to bring out 
into bold relief the reactions of the Indian industrialists and com¬ 
mercial men as well as associations to the statutory guarantees and 
safeguards such as are considered to be prejudicial to the interests 
of India. Indian views on the “ home charges ” and the “ eco¬ 
nomic tribute ” paid to Great Britain have likewise been exhibited. 
He has done justice to the data and the opinions in this connec¬ 
tion as well as in regard to the military and administrative 
finances. The historical treatment of the loans and public debt is 
an interesting feature. The tariff policy has been described in its 
repercus.sions on Indian industries. The chapters dealing with 
this and the previous topic are quite substantial in facts and 
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enriched with critical comments and constructive suggestions* 
There is a short discussion on llic transportation policy. Taxa¬ 
tion, however, has been discussed somewhat elaborately and its 
bearings on Indian agriculture have been brought out in a judi¬ 
cious manner. 

The chapter on Indian currency and exchange has been in¬ 
terestingly written. In the tenth and the last chapter the author 
has presented his readers with what may be described as his 
scheme of financial planning for India in which the constructive 
proposals in connection with the previous discussfens have been 
placed as the planks of a futuristic programme. His statements 
are precise and well thought-out. 

Dr. Moulik’s work has made good use of Government publi¬ 
cations and newspaper cuttings. He has tried to be objective in 
regard to his sources of information, utilizing the different schools 
of interpretation without bias. The several dozen w^orks ((noted 
by the author exhibit his scientific catholicity and open-mindedness. 
The work does credit to the economic Seminar of Professor De’ 
Stefani under w^hose directions it was planned and executed. 
Italian economists can take Moulik as a dependable guide on 
Indian economic developments and economic thought. 

As a keen economic researcher and as a perspicuous writer 
on economic topics Moulik deserves appreciation. Besides, he has 
rendered an important service to Indian economists in general by 
introducing their contributions and methods of analysis to the 
milieu of Italian economists and statesmen. 

Benoy Kumar Sarkar. 


The Man Behind the Plough, by M. Azizul Haque, Speaker, 

Bengal Legislative Council and Vice-Chancellor, Calcutta 

University. Published by The Book Company, Ltd., Calcutta. 

1939. Pp. xix, 386. Price Rs. 5. 

In this hook an attempt has been made to study the problems 
of land and agriculture in the province of Bengal. The author 
observes “ Nowhere throughout this book have I tried to support 
any preconceived views nor have I attempted to arrange facts in 
such a way as lo he able fo deduce from them any theory of my 
own.” This claim of the author is fairly well maintained in the 
hook and it gives us a more or less full idea of the agrarian situa¬ 
tion in Bengal. 

P. 17 



126 


REVIEWS OF BOOKS 


The book is rather weak in two points, one where the author 
has attempted to give an idea of the evolution of Zamindars in 
Bengal, and two where he has made proposals for changing the 
existing order of things. 

Mr. Moreland, in the Agrarian System of Moslem India, has 
definitely shown that the Revenue System developed by Akbar was 
not operative in Bengal even during I he reign of Akbar himself 
and that throughout the Mughal period this outlying province of 
the Empire continued to have a revenue system very much akin 
to what the Mughals found there when the province was added to 
the Empire. If this fact is kept in mind, then the origin of most 
of the Zemindars in Bengal at the time of the Permanent Settle¬ 
ment is to be sought in ancient Chiefs and not in the Aumils and 
other government officials. That some of the Zemindars with whom 
Lord (^ornwalli*^ entered into a permanent engagement for a fixed 
quota of land-revenue belonged to the latter class is beyond doubt 
but that all of them were of this category is what I think not to be 
correct. 

The author has given us a mass of detailed information about 
practically all the relevant factors that affect the life of the 
peasantry in Bengal. But for reasons which I have not been able 
to find, he has failed, in most cases, to draw conclusions and to 
give us his ideas as to how things could be changed for the better. 

Taken as a whole the work is of a very high merit and 
deserves careful study by all those who are interested in the rural 
economy of Bengal. 

B. G. B. 


GENERAL WAGE CENSUS—PART I 

Report on Wages, Hours of Work and Conditions of Employ¬ 
ment IN the Oils, Paints and Soap; Match Manufactur¬ 
ing AND Other Misceli^neous Industries in the 
Province of Bombay. Prepared by the Labour Office, 
Government of Bombay. 1939. 

The Labour Office of the Government of Bombay has just 
published a report on Wages, Hours of Work and Conditions of 
Oils, Paints and Soap; Match Manufacturing 
and Other Miscellaneous Industries in the Province of Bombay. 
This report is the fourth of a series in connection with the General 
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Wage Census which was instituted in 1934 and covered all the 
perennial factories working in the Province in that year. The first 
report covered all persons in all occupations in the 221 perennial 
factories in the Province which were classified under the Engineer¬ 
ing Industry and also included all workpeople in engineering 
occupations and in occupations common to all the remaining 
perennial factories covered by the Census. The second report 
covered the Printing Industry and included printing presses proper; 
photo zinco, fine art and litho presses, type foundries and 
factories connected with developing films, making gramophone 
records and developing and finishing photographs, because all 
such factories had occupations which were commonly to be found 
in printing presses. The third report covered the Textile Industry 
and this was divided into four sections covering cotton, wool, silk 
and hosiery factories. The present report covers all industries 
which were not dealt with in the first three reports and is divided 
into the following fifteen sections each dealing with a group of 
allied industries:— 

(1) Oils, Paints and Soap Industry; 

(2) Match Manufacturing Industry; 

(3) Rub])er Crepe and Leather Manufacturing Industry; 

(4) Refined Sugar Manufacturing Industry; 

(5) (Chemical and Pharmaceutical Industry; 

(6) Aerated Water Manufacturing Industry; 

(7) Glass Manufacturing Industry; 

(8) Tobacco and Cigarette Manufacturing Industry; 

(9) Flour Milling Industry; 

(10) Paper Manufacturing Industry; 

(11) Dairying, Riscuit and Sweet Manufacturing Industry; 

(12) Tiles Manufacturing Industry; 

(13) Power Laundries; 

(14) Distilleries; and 

(15) Gold and Silver Thread Industry. 

The total number of factories included in these fifteen industry 
groups was 142 employing about 16.410 persons, of which 74 
factories employing about 9,717 persons were covered by the first 
three groups alone. 
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The Report contains 183 pages and is priced at eleven annas. 
Copies can he obtained fi om the Superintendent, Government 
Printing and Stationery, Rombay. We are sure it would repay 
perusal. 

B. G. B. 


INDUSTRIAL LABOUR IN INDIA 

International Labour Office. Studies and Reports, Series A 

(InteunatiOxNAL Relations), No. 41. Geneva, 1938. Price 

7s. 6d. $2 00. 

Although India is still essentially an agricultural country, the 
recent progress of modern industrialism has made her one of the 
Slates of chief industrial importance and entitled her to perma¬ 
nent Government representation on the Governing Body of the 
International Labour Office. 

Moreover, under the new Conslitutioiu India has inaugurated 
provincial autonomy since 1937 and has entered into a new period 
of industrialisation. The publication by the International Labour 
Office of Industrial Labour in India comes therefore at a very 
opportune moment. 

With a brief survey of the geography, demography, social 
institutions, political organisation, and industrial systems of the 
country as the background, the treatise describes the rise of wage¬ 
workers with special reference to those who are employed in 
organised industry, such as plantation, factory, mining, and 
transport, and who form the subject-matter of this study. 

The development of industrial labour has been followed by 
the rise of labour legislation, both specific or in relation to the 
workers in some specific industry, and general, or in relation to 
the workers in general irrespective of the industry in which they 
are employed. The development of all the labour measures is 
described, their provisions analysed, and the methods of their 
enforcement indicated. 

• j important question of modern industrial society is that of 
industrial relations. Since the War, Indian workers have begun 
to organise themselves, and their legal status has been secured 
through trade union legislation. Moreover, measures have been 
exacted by Governments, both the Central and the Provincial, for 
the settlement and prevention of industrial disputes through the 
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provisions of such agencies as courts of enquiry, boards of conci¬ 
liation, and conciliation ofiScers. 

There is at present sufficient labour supply for organised 
industry except the tea gardens in Assam, which still largely 
depend upon the recruitment of emigrant labour under Govern¬ 
ment control. Steps are being taken for the suppression of the 
abuses of indirect recruitment of labour in certain industries. 
The migratory habit and the illiteracy of the Indian workers makes 
the organisation of employment difficult, and largely accounts for 
the excessive absenteeism and turnover, as well as for the in¬ 
efficiency, of the workers; but industrial unemployment, though 
in existence, has not yet become an important problem. 

Woman and child labour has been brought under control, the 
principles of a minimum age for admission of children into em¬ 
ployment have been established, and even a new protected class of 
young persons between the ages of 15 and 17 years has been 
created in factories and mines. The night work of women and 
children, as well as the underground employment of women in 
mines, have been abolished. 

The conditions of work have been brought under regulation 
by successive measures. The hours of work have been limited 
in factories and mines and on railv. ays and weekly rest has been 
introduced in most industries. Health and safety arrangements 
are satisfactory in new and large undertakings, although much 
yet remains to be done in the seasonal and non-regulated fac¬ 
tories, as well as in small mines and plantations. Social insurance 
is still limited in its scope, but workmen’s compensation law has 
been passed covering over 6 million workers, and 5 provinces 
have also adopted maternity benefit measures. 

Important measures have been enacted for the protection of 
wages of workers through the regulation of methods and periods 
of payment and of deductions of wages. Moreover, measures have 
been taken by Governments, both the Central and the Provincial, 
for protection against attachment of wages and imprisonment for 
debt and the besetting of factories for collecting debts, as well as 
for the liquidation of unsecured debts. 

The rales and levels of wages, as well as the income and 
expenditure of the family are analysed and discussed. The 
standard of living, including housing conditions, is far from being 
satisfactory, and a few velfarc activities, whether undertaken by 
workers, the general public, or employers, to increase workers’ 
amenities, can scaixely cope with the situation. 

In brief, the study shows that, although labour legislation 
has become an important social institution in modern India, the 
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working, and especially the living, conditions of the labourers are 
in urgent need of improvement for the development of both 
national industrial efficiency and general social welfare. 

B. G. B. 


Economic Adaptation to a Changing World Market, by Carl 

Major Wright. Ejnar Munksgaard, Copenhagen, 1939. 

Pages 305. Price 8s. 6d. 

The changes in demand and supply are well-known categories 
in economic theory. Their impacts on economic structure are no 
less important in business practice than in scientific considerations. 
Economic dynamics is indeed the great reality known to the man 
in the street. And to-day homo oeconomicus is fully conscious in 
daily transactions that economic activities, dynamic or fluctuating 
as they happen to be, are fundamentally hemispheroidal in dimen¬ 
sions, nature and origin. Naturally, therefore, the orientations to 
the world-economy,—attitudes to the agricultural, industrial and 
financial developments in the world from China to Peru—^havc 
grown into the most commonplace preoccupations of the merchant, 
the hanker, the farmer, and of course of the statesman and the 
planner. 

It is with these adjustments or readjustments of the indus¬ 
trialist, the financier, the businessman and the economic statesman 
to the morphological transformations of the world-economy,—the 
international re-localizations—that Carl Major Wright of Denmark 
addresses himself in Economic Adaptation to a Cfianginp; World 
Market (Copenhagen, 1939). A most fundamental consideration 
with the author is then the transfer of capital and labour from the 
old to the new enterprises. The problem evidently is not merely 
one of private economy,” as known in continental science. From 
the standpoint of national economy as well nothing is more im¬ 
portant than this question of the deflection of resources from one 
channel to another. 

The influence of changing incomes on a group’s consumption 
of certain commodities has been examined at length and the 
‘‘income elasticity coefficients” exhibited on the strength of recent 
studies in consumption and standard of living carried on in several 
countries. The universality of Engel’s law is proven to be open 
to question. The problem of the hours of leisure as affected by 
income elasticity deserves to be gone into with equal care. 
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An instance of economic transformation is furnished by the 
appearance of new products which are not directly competing 
with already existing products but largely satisfying so far little 
developed wants. Among consumers’ goods V^'right mentions elec¬ 
trical household and medical apparatus, refrigerators, gramo¬ 
phones, cosmetics and artificial silk goods as yielding between 1680 
and 340 as the percentage of 1928 in relation to 1913. Some of 
the producers’ goods belonging to the same category are wireless 
sets, printing paper, accumulators, batteries, motor-cars and tele¬ 
phone accessories with 6200—370 as the corresponding percent¬ 
ages. Such realistic studies, if carried on with the data of Asian 
countries, would not fail to indicate the socio-economic structural 
changes going on in this part of the world as well. 

The question as to whether capital supply is influenced by the 
interest level and how has engaged Wright’s attention and he is 
convinced that it is incorrect to look upon interest exclusively or 
chiefly as an income. One of the great realities of practical life 
cannot be ignored in this connection. Corporations, central and 
local governments, and social insurance institutions arc some of 
the principal agencies of capital-building. The interest that they 
have to pay out is more often an expenditure than an income. 

For countries like India economic statesmen may accept 
Wright’s proposition that although the industrialization process is 
more rapid in the new than in the old countries, their trend of 
industrial development runs parallel with the earliest develop¬ 
ment in the old countries. This indeed is the conclusion of the 
“ equations of comparative industrialism ” to which the present 
reviewer has been led in the two volumes of Economic Develop¬ 
ment (1926, 1938). In this connection the concluding chapter 
which is given over to the Adaptation Problem in Bulgaria ” 
should be eminently suggestive. Wright is convinced that even 
a poor country like Bulgaria is generally itself able to provide 
the additional means necessary for adaption to new conditions. 
India’s experience would confirm Wright’s thesis that industry 
offers possibilities for new adaptation as soon as the heavy burden 
to which it is subject becomes somewhat alleviated or some out¬ 
side event gives it an unexpected stimulus. 

Business cycles constitute the most conspicuous features of 
economic transformations. In his chapter on “ Business Cycle 
Policy ” Wright quotes the Dutch economist Tinbergen who has 
made an investigation of the effects of different kinds of state 
interference, first, on the national business cycle, and secondly, 
on the balance of payments. 

Wright’s work combines statistical and factual material about 
international capital movements, migrations, prices, employment, 
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etc., with analysis as well as generalizations. The data used are 
mostly continental. He has utilized the sources quite liberally and 
quotes or summarizes them with adequate details. The study 
possesses altogether the merit of being a practical handmaid to 
economic planning as well as a contribution to the theory of 
economic dynamics. 

Benoy Kumar Sarkar. 


WiTAT IS Wrong With Indian Economic Life? by Dr. V. K. R. V. 
Rao, Ph.D. (Cantab.). 

This is a small booklet containing 104 pages. Published by 
Vora & Co. Publishers, Ltd., Bombay. Price Re. 1. 

It consists of six radio talks given by Dr. Rao, Principal of 
the S. L. D. College, Ahrnedabad on the current Indian economic 
life. It is a bird’s eye-view of the economic prol)lems of 
our country intended for laymen. For this reason, I think its 
price ought to have been much less than Re. 1. That, however, 
is a minor affair. 

Dr. Rao has given us a series of thought-provoking short 
addresses. His views deserve serious attention. The main func¬ 
tion of such a small booklet, I suppose, is to start popular dis¬ 
cussion rather than ]jreaching of certain ideas as gospel trullis. 
The evils from which we are suffering have been very clearly set 
out by Dr. Rao. It is as regards the remedies where there is 
bound to be a great difference of opinion in a vast country like 
ours. In such a short span of a few pages it was hardly to be 
expected of Dr. Rao to give the other side of the picture. And 
the review of such a short work is also not expected to be a long 
one. I, therefore, cannot but merely mention a few points in 
regard to which I feel, there is need for far greater lucidity. 

Dr. Rao thinks that India requires “ industrialisation not 
merely directly to increase the national income, but also indirectly 
to do so by facilitating the formation of larger agricultural holdings 
and thereby putting cultivation on an economic basis.” (P. 11.) 
He also thinks that industries should absorb a larger number of 
people so that pressure on land should be relieved. As one of 
the causes of our backw^ard stale of agriculture is that not find¬ 
ing any avenue in industries or other non-agricultural pursuits, 
people fell back on aOTculture. (P. 10.) Dr. Rao realises the 
helplesvsness of the Indian cultivator. “ Our cultivator is mostly 
illiterate. He cannot read or write. He has, of course, no knowl- 
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edge of what is happening in the agricultural world . . 
(Pp. 18-19.) “He goes on making losses; and yet he cannot 
leave his agriculture because outside it, there is no employment 
for him . . . ” (P. 8.) 

In spite of it all Dr. Rao deplores that Indian agriculture 
has not been machinised “ Tractors and reapers there are none, 
and the old wooden plough driven by a pair of lean and ill-fed 
bullocks is still the rule in our rural economy.” (P. 18.) “ The 

advent of cheap machine-made imports destroyed the balance of 
India’s economy, and labour displaced from industries had per¬ 
force to resort to agriculture.” (P. 10.) But whether the cheap 
machine-made goods are imported or they come as a result of 
industrialisation of the country itself, they are bound to have this 
effect. Besides if tractors and reapers come in, labour will be 
displaced * en masse ’ even from agriculture. Industrialisation of 
the country is bound to affect adversely the industrial bi-occupa- 
tions of the peasant. We could, perhaps, find some other kind of 
supplementary occupations for him. Machinisation of agricul¬ 
ture will, however, deprive him even of his main occupation. I do 
not oppose it altogether. But this consideration at least points to 
the necessity of ‘ pause and ponder.’ Let us have industrialisa¬ 
tion by all means. Rut we must guard against ‘ industrialism ’ 
of the Western type which is bound to create a landless proletariate 
having no stake in the country or even in life. That will inevi¬ 
tably create the same class conflict in our country from which 
the West is suffering. 

Similarly Dr. Rao is a monetary nationalist and a Protec¬ 
tionist. (Pp. 29—54.) W^e, Indians, have a general aversion to 
the nationalist economic policies of other countries particularly 
of Fascists and Nazis. Tlie W'orld is slowly and painfully get¬ 
ting out of this kind of narrow parochialism. We must decide 
whether we should side with forces moving towards world’s eco¬ 
nomic unification or with those towards aggressive nationalism. 
I do not mean that we should not look after our national interests. 
Rut in monetary and commercial affairs as in all others, it is 
better that countries should reali.se each other’s difficulties and 
negotiate, and mutually accomodate and adjust one another, rather 
than each of them should go on digging its lonely furrow. I, 
for one, therefore, vote for such movements as the Tripartite 
Agreement of 1936 and strengthening of R. I. S. rather than 
cheapish imitation of Germany and Italy, 

It is strange that Dr. Rao while advocating flexible exchange 
rate, wants that gold should form the basis of confidence of the 
Indian Public in the Indian currency and that in the year of 
grace 1938 too! (Pp. 45—50.) 

F. 18 
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This review has unintentionally become so long. The end, 
therefore, may seem to be abrupt. In conclusion I must recom¬ 
mend the booklet to all serious students of Indian economic 
problems. Dr. Rao very rightly points out the necessity of our 
improving the lot of agriculturists by means of easy finance, im¬ 
provement of the arrangements of water supply, new and better 
methods of farming and developing of co-operation etc. On the 
whole it is a very creditable performance. 


1. M. Kapoor. 


The State and Fxonomic Life, by Anwar Iqbal Qureshi, Ph.D„ 
of the Economics Department of the Osmania University, 

Hyderabad (Dn.). 

In 208 pages the author surveys the working of the new 

policy of state regulation of economic activities, which is now pre¬ 
dominant in most countries, and comes to the conclusion that it is 
on the whole futile and wasteful. He feels that there is no ready¬ 
made solution for economic ills and approves of a policy of ration¬ 
alisation. He is critical of bureaucratic handling of economic 
affairs and frankly declares his faith in economic freedom as an 
instrument of world prosperity. His criticisms against some of 
the forms that state intervention assumes are indeed valid but, frank¬ 
ly, it is now too late in the day to argue the case for ‘ let alone.’ 

It is not a question of faith in particular systems but of given 

institutions yielding the good that is expected of them. A certain 
sense of realism and historical perspective is indispensable in 
appraising the real significance of changing currents of economic 
thought and action. 

Thus there is nothing illogical or absurd in mercantilist 
policies attaining respectability in the contemporary world. As 
in the heyday of mercantilism so at present the world is divided 
into warring or warlike nationalities. Indeed the present-day 
economics are the economics of a war period in which the sense 
of nationalism is all powerful. These tendencies may be good 
or bad. History alone will show: but for the economist and the 
work-a-day administrator the ends of national policy must be most 
economically gained. There cannot be a universally and a 
perennially good economic policy. Changed needs make changed 
policies. 

The internal defects of a policy of unrestricted individualism 
have been once again laid bare by the last depression. An attempt 
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completely to replace private by state economy may merit the 
criticism of the author. But the gradual introduction of the 
principle of planning and regulation in our predominantly 
capitalistic structure is not only justiiiabie but urgently neces¬ 
sary. The rationalisation which Dr. Qureshi approves cannot be 
introduced on the desired scale unless the State plays a much more 
positive part than it did in the past. Our economics ought to 
grow out of our needs. Undoubtedly state regulation and care¬ 
ful social planning are two of the most urgent needs of the time. 
We may not look upon these as a panacea and we ought to try and 
minimise the likely evils that they will tend to produce. But the 
new tendencies are quite genuine, and hence quite correct, methods 
of meeting the situation. 

That there is a regrettable tendency in India to expect the 
Slate to do everything must be accepted. Equally well hollowness 
of the arguments of the full-blooded and unconditional 
protectionists must be exposed. But if rationalisation of our 
economic life is to be achieved and if our resources are to be most 
economically and speedily developed both protection and planning 
must be resorted to. There are difficulties in the way of an imme¬ 
diate framing or adoption of a plan. Neither data, nor machinery 
and political power are available. But our objective must 
certainly be planned and regulated industrialisation. 

In respect of key industries the author approves of the grant 
of subsidies. As taxation in India is wellknown to be regressive 
it is difficult to accept the view that subsidies will be less regressive 
in their incidence than tariffs. It is true that the sacrifice will be 
brought home to the community and control may be facilitated. 
But then for reasonable protection, as much as for any more am¬ 
bitious policy, State control is indicated. The fact of the matter 
is that we cannot now escape from the natural demand of the 
present state of capitalism, which is social control. 

This indeed need not, in fact ought not to, mean the end of 
legitimate individualism. With a socially inclined individualism 
we can secure the energy of private initiative and the justice oi 
social union. Through co-operation as much as through other 
mixed forms of economic activity that are being daily created the 
best of both the systems may be secured in so far as the pressure 
of events permits. In doing so the criticisms of the author will 
be helpful. 


D. G. Karve. 
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SHORT NOTICES AND COMMENTS BY THE MANAGING 

EDITOR 

Review of the Trade of India in 1937-38. 

As usual the review is replete witli useful infonnatiou about 
the foreign trade of India. We recommend it lor a close study 
to all students of Indian economic affairs. 

General Wage Census—Part II—Seasonal Factories. 

This is a report prej)ared by the Labour Office of the Govern¬ 
ment of Bombay containing the results of an enquiry into wages, 
hours of work and conditions of employment in llie seasonal 
factories of the Presidency of Bombay, during the year 1936. The 
report is full of interesting data which studenis of labour condi¬ 
tions in India should make it a point to read. 


Proceedings of the Second Meeting of the Crops and soils 
Wing of the Board of Agriculture and Animal Husbandry 
IN India, held at Lahore from the 6th to 9th December, 1937. 
Price Rs. 4 as. 2. Published by the Government of India 
Press, New Delhi. 1939. Pp. 365. 

The report of the Proceedings is a veritable mine of infor¬ 
mation on certain aspects of agricultural economy in India. In 
all eight subjects were discussed at the Conference. These eight 
subjects were (1) Soil Survey W\)rk in India, (2) Theory and 
Practice of Manuring in India, (3) Improvement of Imllock drawn 
Implements, (4) Plant Breeding in India, (5) Water-requirements 
of Crops, (6) Crop Protection, (7) Present Position regarding 
Agricultural Statistics, and (8) Application of Statistics to Experi¬ 
mental Methods in India. 

From the invenory of subjects discussed at the Conference it 
should not he difficult to form an idea of the importance of this 
report to students of rural economy in India. We recommend it 
to them for a careful study. 


B. G. B. 
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pRESiDENTUL Address OF Mr. R. G. Saraiya at a special session 

of the Bombay Province Co-operative Bank’s Conference. 

Mr. Saraiya’s address is remarkable for its brevity and 
businesslike outlook. In common with other provinces where the 
Congress Ministeries hold the sway Bombay Government is very 
keen to lift the agriculturist masses out of the deep ravine of 
poverty and indebtedness. Mr. Saraiya in his address has pointed 
out how by helping the co-operative financing agencies in the 
Presidency of Bombay Government could help the agriculturists 
materially. 

We are in entire agrieement with Mr. Saraiya that unaided 
co-operative financing agencies could hardly take a serious hand 
in the scaling down of existing debts and that here Gkivernment 
should undertake their due share of the loss. The only f)rinciple 
on which central co-operative financing agencies can be worked 
successfully is the principle that they should follow strictly the 
ordinary rules of business. If the Government want them to 
depart from this to a certain extent so that the existing burden 
of the members of the primary societies may be lightened, they 
should make it possible for the central financing agencies 
to do so. 

Again if the business of the central financing agencies is to 
be extended so that they may meet all the various and expanding 
requirements of the members of the primary societies, then Govern¬ 
ment should undertake to make loanable capital available to the 
financing agencies at a reasonably low rate of interest. This the 
Government can easily do by borrowing at home and abroad and 
then lending the proceeds to the central financing agencies. But we 
do not agree with Mr. Saraiya that Government should place its 
own revenue resources or reserves with the co-operative financing 
agencies without any interest. We in India must learn to expect 
nothing for nothing, and should always be prepared to pay for 
whatever we want to have. The attitude of beggary has never 
made any nation rich and prosperous and above all self- 
respecting. C'o-operatioii. if carried on proper lines should 
be perfectly capable of taking care of itself without any alms 
either from the Government or from the public. 


We have read with great deal of interest Dr. Katjus’ Scheme 
and hasten to congratulate the learned Doctor on placing before 
the people of the United Provinces a scheme, in our opinion, 
absolutely sound in essentials. One great merit of the scheme 
adumberated by Dr. Katju as that of the scheme by Hon’ble Pandit 
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Dwarka Prasad Mishra* is that both recognise the village as a 
living organism and both seek to develop the village not limb 
by limb but as a whole. The other is that both seek probably un¬ 
consciously to go back to the indigenous system of rural self- 
government. The idea of multiple purpose society is as old 
as the hills in India, and this type of society was in perfect 
working order in the Presidency of Madras more or less up to 
the end of the seventeenth century. We have beautiful pictures 
of the constitution and functions of such societies in Dr. 
Radhakumud Mukerji’s book on Local Self-Government in Ancient 
India as also in a number of other works on socio-political insti¬ 
tutions of ancient India. But the institution died out as did so 
many other things during the British Rule in India. 

It is welcome news, therefore, to find that in our Province 
an attempt is to be made to resuscitate village life through a 
channel which is familiar to the native genius. 

We may, without meaning any offence, take the liberty of 
drawing the attention of Dr. Kalju to the scheme of Mr. Mishra, 
as in our opinion in certain respects that scheme is more compre¬ 
hensive and realistic, as it fully exploits the idea of regional deve¬ 
lopment—idea which the sooner it is placed in the forefront of all 
our schemes of development the better for us. Again-* we may point 
out that in a multi-purpose society as envisaged by Dr. Katju in 
his scheme what we shall need ultimately will not be only one 
working or executive committee, but a number of such committees, 
elected annually for each specific purpose or a group of allied 
purposes, as was the practice under the ancient Indian system. In 
short what we have to do is to revive the ancient Indian village 
system, and to revivify it with the help of all the discoveries of 
modern arts and sciences. For this it is essential that the village 
should be properly placed in its regional setting, and should be 
properly linked v.ith higher governing units. 


* Note.—ReconstriK.-tion of Local Self-Government hy Mr. Dwark Prasad 
Mishra-Quarterly Journal of the Local Self-Government Institute, Bombay 
Vol. Vm, No. 4, 1930. 



ALL-INDIA ECONOMIC CONFERENCE 

Dr. B. V. Narayanaswamy Naidu, General Secretary, 
Indian Economic Association, writes:— 

The Twenty-third Annual Conference will be held at 
Allahabad under the auspices of the Allahabad 
University between the 2nd and 5th January, 
1940. The following subjects have been 
selected for discussion at the Conference:— 

A. Scope and Method of Economics; 

B. Recent Developments in Monetary Practice; 

C. Labour Problems and Labour Legislation in 

India (Industrial and Agricultural). 

D. A Current Topic. 

Members, who wish to submit papers to the Conference, 
should send them to the General Secretary on or before the 
15th November, 1939. Those who wish to print the papers 
at their own cost and submit them to the Conference should 
send their papers to the General Secretary on or before the 
1st December, 1939. Further particulars can be obtained 
either from Dr. B. V. Narayanaswamy Naidu, Annamalai 
University, Annamalainagar P.O., or from Prof. S. K. 
Rudra, Allahabad University, Allahabad. 
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Snbtan Journal of 
Cconomtcsi 

VOL. XX I OCTOBER 1939 PART II 

ON THE IjI.TIMATE NATURE OF COSTS 

BY 

\. K. Dascupta, M.A., Ph.D., 

Lecturer in Economics^ Dacca University. 

What is the ultimate explanation of the money costs or 
' expenses ’ of production of goods? Does the ratio of 
money costs correspond to the ratio of dis-utilities ’ involv¬ 
ed in the production of goods—or does it correspond to the 
ratio of ^ opportunities ’ surrendered? According to one 
view the relative money cost of production of goods is the 
reflection of the relative quantities of ‘ pain ’ or ‘ disutility ’ 
involved in their production. According to the other it is 
the reflection of the relative sacrifices involved in terms of 
goods themselves—in view of the employment of a given 
quantity of resources. Suppose that the cost in terms of 
money of producing one unit of x is twice that of producing 
one unit of y, so that the ratio of money cost of x and y is 
2:1. Are we to say, then, that the ratio of real cost in terms 
of ‘pain’ of the two goods is also 2: 1,—or merely that the 
production of one unit of x requires some resources the 
employment of which involves a sacrifice^of 2 units of y,—in 
other words,—that the alternatives obtainable from a given 
amount of resources are one unit of x and two units of y? 

m 
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The former is the so-called 'real cost’ approach and the latter 
is the 'opportunity cost’ approach. 

Now, it may be asked —^why seek for a non-monetary 
explanation of costs at all? The real world being a world 
of prices and money costs, why not be content with just an 
' empirical ’ account denoting the relation between these 
two? It is indeed true that the producer takes factor prices 
in the market as a fact and endeavours to use such methods 
as reduce the money cost of an article to a minimum. There 
is also a tendency under competitive conditions of prices of 
goods to conform to these money costs. And of course all 
these form interesting studies. Yet they do not tell us 
enough. An analysis of the ultimate nature of costs con¬ 
tains more profound principles. The significant point in 
this analysis is that it seeks to indicate the condition of maxi¬ 
mum economy in the real sense. 

According to the real cost doctrine minimum money 
cost of production implies minimum real cost; and if prices 
conform to money costs, it follows that goods are produced 
at the minimum sacrifice in terms of pain. Perfect com¬ 
petition, therefore, ensures maximum economy. If, on the 
other hand, the money cost ratio fails to represent the real 
cost ratio, there arises a need for interference. If the price 
as well as the money cost ratio of x and y is 2: 1, whereas 
the real cost ratio is 3: 1, the process of increasing the out¬ 
put of y and reducing the output of x so as to make the price 
ratio conform to 3: 1, is a process that results in an economy 
of effort. The equilibrium price ratio, 2:1, and the output 
that goes with it are thus uneconomical. 

The same fundamental theorem emerges also from the 
c^portunity cost principle, although the elements considered 
there are more objective in character. Given the quantity 
of resources and given the alternative possibilities of the 
employment of those resources, maximum economy raquires 
that the price ratio between goods should be the same as 
their opportunity cost ratio. If, as in the above example, 
the opportunity cost ratio of x and y is 2: 1, and the price 
ratio is 3; 1, increasing economy is effected as resources 
are transferred from x to y until the price ratio is brought 
down to 2: 1. Now, under competitive conditions the 
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price ratio tends to be equal to the money cost ratio. 
If, therefore, conditions are such that the money cost 
ratio just reflects the opportunity cost ratio, freedom of 
enterprise leads to maximum economy,—for, in such circum¬ 
stances, the correspondence of the price ratio to the money 
cost ratio does imply its correspondence to the opportunity 
cost ratio. Taking the simple case of constant returns, if, 
as in the following diagram, CC' is the Production Oppor¬ 
tunity curve and tangent <!OC'C represents the opportunity 
cost ratio, showing the alternatives in terms of x and y that 
can be had with a given amount of resources, the total 
product stands at a maximum just when this ratio coincides 
with the consumers’ preference ratio or the market rate of 
exchange. 



If the Consumption Indifference curve, I, touches CC' 
at m, then m is the point of maximum economy,— or in 
other words, the given quantity of resources yields maxi¬ 
mum output when Oq of x and mq of y are produced. Any 
other output represented by the co-ordinates of, say, n or n' 
would be less preferred. If, therefore, the money cost 
ratio to which the price ratio corresponds fails to be equal 
to the opportunity cost ratio, the resulting output is less 
than maximum. 

Now, if there is only one scarce factor entering into 
production,- homogeneous labour—either of he above 
principles may serve our purpose. An hour’s work may 
be taken as involving a definite quantity of pain, and the 
pain cost of one commodity can very well be compared with 
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the pain cost of another, and this ratio turns out to be just 
the same as the opportunity cost ratio: 

2 hours’ work produces one unit of x 

1 hour’s work produces one unit of y 

The production of one unit of x involves double the 
pain involved in the production of one unit of y. The pain 
cost ratio is 2: 1. 

Again, 

Given 2 hours’ work, the alternatives open are one unit 
of X and 2 units of y. The production of one unit of x in¬ 
volves a sacrifice of 2 units of y. The opportunity cost 
ratio is 2: 1. 

This holds good of Adam Smith’s imaginary primitive 
society. Complications arise when production is complex,— 
when, that is to say, a number of scarce factors come into 
the picture; for, in that case, the pain involved in difterent 
operations cannot be eslmaled. The psychological discom¬ 
fort, if any, involved in abstinence ” cannot be compared 
with that involved in work; ” nor can diflerent kinds of 
work performed by different labourers be brought under a 
common standard in terms of pain. 

Of course, even in the case of complex production, no 
damage is done to the real cost principle, so long as the pro¬ 
portion in which different factors are employed in different 
industries is the same. For, here, again any of the factors 
can be taken to indicate the cost ratio, and indeed as estimat¬ 
ed in terms of an hour’s work the pain cost ratio would be 
the same as the op])ortunity cost ratio. 

2 hours’ work and 4 units of capital yield one unit 

of X. 

1 hour’s work and 2 units of capital yield one unit 
of y. 

Ihe cost ratio in terms of any of the factors is 2: 1, 
and there is no cleavage between the real cost principle and 
the opportunity cost principle. 

Ihe real cleavage between the two principles arises 
when the proportion is not the same. When factors are 
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employed in unequal proportions in different industries 
there is no means of discovering the real cost ratio. You 
cannot compare the real cost of, say, 2 units of labour plus 
5 units of capital with the real cost of one unit of labour 
plus 2 units of capital except by attaching arbitrary indices 
of disutility to the factors. 

On the other hand, an hour’s work and a unit of capital 
by themselves are perfectly definite concepts and can be 
related to the products that they are capable of yielding. 
Starting off with a bundle of resources—whatever its con¬ 
tents might be^—one can discover the possible alternatives 
open and can deduce the opportunity cost ratio without any 
reference to the relative disutility of different factors. The 
principle is perfectly general, and does explain conditions 
of simple production as well as complex production of any 
form. Unequal proportions in the use of factors in dif¬ 
ferent industries merely indicate that some factors are 



" specific." Specificity leads to diminishing returns as the 
product of one good is increased at the expense of the other. 
This, however, does not cause any trouble. For, it only 
means that the marginal opportunity cost ratio varies as 
against that good whose output is increased, and the Produc¬ 
tion Opportunity curve is concave to the axes. The condi¬ 
tion of maximum economy is again equality between the 
price ratio and the marginal cost ratio. The point, m, in 
the above diagram where the Consumption Indifference 
curve, I, touches the Production Opportunity curve CC' (in 

* The <'onUnts, of course, are not to be arbitrarily chosen. 
They would depend upon the relative scarcity of factors, or, in 
other words, upon the relative margin productivity. 
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this case concave), is the most preferred point indicating 
that the combination, Oq of x and mq of y, is the maximum 
product yielded by the given bundle of resources. The 
concavity of the Production Opportunity curve signifies 
diminishing return which,—translated in terms of the 
opportunity cost principle—means that as one moves on along 
the curve producing more of one commodity, the rale of 
substitution for that commodity in terms of the other—as 
indicated by the slope of the tangent to the curve—increases. 
This is nothing but to say that the cost of having a little 
more of one commodity in terms of the other increases as 
resources are transferred in one direction. In Marshallian 
terras—this happens because of a disporportionate use of 
factors. It is now easy to see how this disproportionate use 
is the result of the existence of some ^ specific ’ factors. As 
we move along the curve in favour of one commodity, trans¬ 
ferable resources are shifted from the other line, but they 
have to be worked with the given quantity of those factors 
which are specific to it. 

What is the counterpart of all this in money terms? It 
can be easily seen that in the case of factors that are fully 
transferable one important condition that needs to be satis¬ 
fied in order that the money cost ratio should correspond to 
the opportunity cost ratio is that each should have the same 
price in different industries. In the more complex case where 
specificity is allowed, the condition necessary for the corres¬ 
pondence of the two ratios is that in every industry the 
specific factors should be paid according to their marginal 
productivity,—or, one might say, according to the Vent’ that 
they yield. As more of x is produced the additional cost of 
every increment of x gets on increasing in terms of y if 
there are some factors specific to x, if, that is to say, the 
necessary resources cannot all be diverted from the y indus¬ 
try. This rise in the cost of x will have its expression in 
absolute money terms if there is corresponding increase in 
the price of the factors specific to x, the transferable factors 
having the same price in both the industries. If, on the 
other hand, the ‘ rent ’ of specific factors is kept at a lower 
level the money cost ratio will be more favourable to x than 
is warranted by the opportunity cost condition. Equilibria 
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um will take place at a position of less than maximum pro¬ 
duct. This, by the way, is the economic justification for 
maintaining a market price for specific factors. Even 
though the remunerations that market conditions offer to 
specific factors appear as rent,—a surplus, from the point 
of view of society—in the sense that the employment of the 
services of their receivers does not involve any sacrifice in 
terms of an alternative product,—the producers as such 
must be made to regard them as part of their expenses in 
order that the actual expense ratio may not diverge from the 
opportunity cost ratio. 

All these conditions, as is well known, are realised 
under perfect competition. The competition among produ¬ 
cers brings it about that prices are proportional to money 
costs,—prices of factors including specific factors corres¬ 
pond to their marginal productivity and distribution of 
factors as between products is such that the money cost ratio 
corresponds to the opportunity cost ratio. 

The opportunity cost principle is thus based on a more 
objective analysis and has nothing to do with the distinction 
between the human factors and the non-human factors of 
production,—a distinction which begs the most debatable 
question of the comparability of disutilities attaching to 
different factors, —of whether work gives pleasure or in¬ 
volves pain, and so on. The cleavage between the real cost 
principle and the opportunity cost principle in the theory of 
production is analogous to tlae cleavage between the older 
utility principle and the modem ‘ choice ’ principle in the 
theory of consumption and value. 

Let us, however, turn to objections. An old objection 
which was raised by Edgeworth is that while the opportunity 
cost principle explains market phenomena on the assumption 
of a given supply of productive resources, it breaks down 
when the question is one of ascertaining what quantity of 
resources will be available to the society for productive 
purposes. The quantity of land is given by nature; but the 
determination of the available quantity of labour involves a 
comparison of utility of real income and the disutility of 
work. The answer to this objection given by Professor 
Robbins is decisive. Indeed the same solution can be put with 



148 


A. K. DASGUPTA 


greater advantage in the language of the opportunity 
doctrine; for the total availability of labour depends upon 
the labourers’ choice between ^ real income ’ and leisure. 
‘ With greater advantage ’—^because one fundamental point 
emerges from this principle, namely, that even the total 
quantity of nature’s gifts, land, for example, which is avail¬ 
able for the production of real income,—marketable goods, 
that is to say, cannot be said to be rigidly fixed—depending 
as it does upon the choice of the holders as between 
‘ economic ’ and ‘ non-economic ’ uses. 

A more subtle objection to the principle is that which 
has been raised recently by Professor Viner,—an objection 
that has led to the famous recantation of Professor Knight. 
It is argued that so long as the relevant occupations are 
equally attractive the principle holds, but that it breaks 
down when, as generally is the case, different occupations 
offer unequal attractions for a factor. For in that case the 
same amount of work, for example, will involve unequal 
‘ costs ’ in view of differences in ^ irksomeness,’ even though 
labour is otherwise homogeneous.^ 

Now, it is true that the opportunity cost theory starts 
as a first approximation with the assumption that the factors 
are indifferent in the matter of choice of occupations. If x 
and y are products of industries which are equally attractive 
to our resource-owners the maximum principle as deduced 
from equality between the price ratio and the opportunity 
cost ratio holds unambiguously. And of course it is in 
order to bring into relief this salient point that this first 
approximation is resorted to. If, however, the y industry 
is more attractive than the other, there arises yet another 
question of a preference between ‘ real income ’ and ‘ other 
advantages:’ and there is no knowing how people will react 
to this. They may work more in the y industry and equalise 
money incomes or they may accept lower money incomes and 
enjoy other advantages altaching to the industry. 


- Strictly speaking, this applies to all kinds of resources. 
Lven property-owners do lake into account differences in ^ risk ’ 
attaching to differenl cnterpris('s. 
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Tkc leal cost theorist would resolve this difficulty by 
taking an hour’s work in the y industry as involving less 
coat in the x industry, thus arguing that if money wages 
differ in the two industries that is a reflection of a difference 
in real costs. 

This is all right so far as it goes. But at the same time 
the problem can be also thrown in terms of the opportunity 
cost principle. Whereas in the above solution an element 
is deducted from the cost item,—here the " other advan¬ 
tages ’ will have to be added to the income, —^being regarded 
as a joint product of the y industry. And if that is allowed 
it can be very well seen that whatever may be the preference 
of the resource-owners—equalisation of the price to the 
marginal expense ratio does ensure maximum product. 
When the preference scheme of factors is such that the 
greater attractiveness is wholly compensated by extra work, 
and money incomes are equalised, the maximum product 
runs in terms of the commodities themselves and the 
principle is unambiguous. Where, however, money incomes 
are not equalised, the product maximised is in terms of x 
and y and ^ other advantages." 

Professor Viner, however, objects to this ‘ product ’ 
terminology which includes such things as " advantages of 
occupation." Referring to Professor Robins’ treatment of 
‘ other advantages and disadvantages ’ attaching to different 
occupations, Viner says, By calling the excess of plea¬ 
surableness of occupation A over occupation B a ^ joint 

product ’ of A . the product terminology is retained 

while proper account is taken of the significance for prices 
of choices between other alternatives than products.^^^ 

What, then, one might ask, would Professor Viner mean 
by the term ‘ product?’ Does it consist only of material 
objects? Of course, not. Of all persons Professor Viner 
could not be considered to be still under the Physiocratic 
influence. If, on the other hand, it consists, as it does, of 
all exchangeable things, then it might surely include these 
‘ other advantages.’ If I prefer to pay a penny more for an 

^ Viner. Studies in the Theory of International Trade, p. 525, 
My italics. 

F. 2 
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article of the ‘ same kind ’ because my shopkeeper has plea¬ 
sant manners, then this immaterial benefit does enter into the 
circle of exchange, and there cannot be any harm in calling 
it a joint product in the same way as wool and mutton are 
joint products, and a sheep yielding more (or a better kind) 
of wool sells at a higher price, although it yields the same 
amount of mutton as the others do. 

This, however, is a matter which ought not to create 
much trouble. It is of little consequence whether in view 
of differences in the attractiveness of occupations the element 
of advantage and disadvantage is considered in relation to 
‘ resources ’ or in relation to ‘ income.’ The difference 
turns out to be one of form rather than of substance. The 
same remark applies to that version of the ‘ real cost ’ theory 
where by ‘ real ’ is implied resources in kind as distinct 
just from money. Indeed it does not matter whether the 
economic j)rocess is viewed as the employment of minimum 
resources for a given income, or as the achievement of 
maximum income against given resources. The so-called 
‘ real cost ’ analysis lends itself more readily to the former 
view, and the opportunity cost analysis lends itself more 
readily to the latter view. 

A genuine divergence between the two theories arises 
only when by real cost is meant psychic pain or ‘disutility,’ 
capable of being measured and compared. This is the 
doctrine that comes from Senior, and it is against this that 
‘ Wieser’s Law ’ is a reaction. 



ON ELASTICITY OF DEMAND 


BY 

Par2Mal Roy, M.A., 

Lecturer in Econ/omics, Dacca University. 

In his chapter on Elasticity of Wants Marshall explains 
in a foot-note: “ We may say that the elasticity of demand 

is one, if a small fall in price will cause an equal propor¬ 
tionate increase in the amount demanded; or as we may say 
roughly, if a fall of one per cent in price will increase the 
sales by one per cent.” Thus Marshall thinks that so long 
as P and P' are conceived to be two consecutive points on the 
demand curve (for, he speaks of a small fall in price), it 
makes no appreciable difference whether we express the 
change in price and the consequent change in demand in 
terms W proportion or in terms of percentage. That the 
difference tends to be negligible can be shown by a numeri¬ 
cal example. 

Big Change. 

Suppose that the price of a commodity increases from 
Rs. 10 to Rs. 15. That is, the price increase 1| times or by 
50 p.c. If the elasticity of demand is one, as defined by 
Marshall above, the consequent change in demand (which 
is originally, say, 10 units) will be 10X§, Le., 6f (express¬ 
ed in terms of proportion) and 5 (when expressed in terms 
of percentage). The difference in the results here is very 
great. 

Small Change. 

But suppose the price increases from Rs. 10 to 
Rs. 10'5. That is, the price increases times or by 5 p.c. 
If the elasticity of demand is one, the consequent decrease 
in demand (which is originally, say, 10 units) will then be 
IBX If —9‘52 (expressed in terms of proportion) and 
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9’5 (expressed in terms of percentage). The difference 
here is very small. 

Marshall thus comes to the conclusion that it is un¬ 
necessary to choose between the two, so long as we are 
concerned with infinitesimal changes in P (price) and the 
associated change in Q (quantity), although he is at the same 
time aware that “ 98 does not bear exactly the same propor¬ 
tion to 100 that 100 does to 102.” In defining unit elasti¬ 
city of demand for small changes, he is, therefore, indifferent 
between the two definitions given below: 

(1) Hwit elasticity of demand is one, if a diange in 

price by a certain percentage is followed by 
an opposite change in demand by the same 
percentage. 

(2) That elasticity of demand is one, if a change in 

price by a certain proportion is followed by 
an opposite change in demand by the same 
proportion. 

And yet—be it noted—that when deducing his#>rmula 

Ed= —Marshall actually starts with the percentage 

definition of elasticity of demand (and does not, as he could, 
give us the alternative formula which can be derived from 
the other definition). 


For, if Ed = 1 = 
then ydx = 


ydx 

idy 

— xdy 



dx. 100 _ dy. 100 

X y 


which shows that he starts with the definition that 
Ed = 1, when the percentage change in price is equal to the 
percentage diange in demand. And he sticks to this 
formula because even when the changes are expressed in 

terms of proportion, is still equal to 1 when a small 
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dbiange in price effects an inversely proportional change in 
demand, b^ause dx.dy is of the second order of infinite¬ 
simals. 

If, however, Marshall started with the other dehnition 
that Ed=:l when demand changes in inverse proportion to 
the change in price, so that the total expenditure is constant, 

it would have been found that E'l is given by- dy lx+dx Y 


For, if Ed=l = 


ydx 

dy (x+dx) 


then ydx -}- xdy -f- dy. dx = 0 


or ydx-j-xdy-j-dy.dx = xy 
or (x-f-dx) (y + dy) =:xy 


i.e., the outlay is constant, which means that the demand 
changes in inverse proportion to the change in price. 
Marshall could have as well stuck to this formula, and 
shown that it is also valid when changes are expressed in 
terms of percentages. 

For then 

dx __ dy 
X “ y 

or ydx + xdy = 0 

or ydx-j-xdy-j-dx. dy=0 (as dx. dy is of 
the second order of infinitesimals) 

or xdy + dy. dx = —ydx 

or dy (x dx) = —ydx 


We shall return to diis point again. 

Dalton in his Inequalities of Incomes (3rd impression, 
pp. 192—97) describes Marshall’s formula as inapplicable to 
what he calls arc elasticity and extends it for finite changes 

in price and quantity. His formula is Ea = — , where 
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a change in P from y to y -|- k is associated with a change 
in Q from x to x + h, both h and k being finite quantities, 
one of them —^ve. Of this formula it has been said (cf. 
“A Note on the Elasticities of Demand and Supply,” by A. K. 
Dasgupta, Indian Journal of Economics, April 1933): 
“This (the formula), however, leads us away from the 
assumption made above (the reference is to Marshall’s for¬ 
mula) that Ed = 1, when the price per unit multiplied by the 
quantity demanded at that price is constant.” This remark, 
it appears to me, is a little uncalled for. There is no justifica¬ 
tion in holding that Marshall’s exclusive assumption is that 
Ed= 1 when P.Q is constant. For, as shown above, Marshall, 
on the contrary, starts with the other assumption that unit 
elasticity is characterised by equal percentage changes in 

price and quantity. That is how he arrives at Ed = — 

which—only incidentally—also holds good roughly, even 
when unit elasticity is defined in terms of constant outlay. 

As a matter of fact, Dalton’s formula is not only an 
extension of Marshall’s formula for finite changes, but it is 
also based upon the assumption that Ea = 1 when percent¬ 
age changes in P and Q are the same. When changes are 
infinitesimally small, the Percentage Formula is approximate¬ 
ly equal to the Proportion Formula. But in case of finite 
changes, the two will necessarily diverge, unless, as Dr. 
Dasgupta himself has pointed out, h and k, though finite, 
are very small relatively to x and y respectively. In other 
words, while dy. dx is negligible and can therefore be dis¬ 
carded, the corresponding term h.k is not negligible and can¬ 
not be discarded. Otherwise, the two formulae can be 
shown to be similar. That is, it can be shown that for a 
constant outlay curve, both the point elasticity and arc 
elasticity are, mathematically speaking, different from 1. 

For, in the case of Dalton’s formula, as he himself 
has shown, 



In the case of Marshall’s formula also, 
if xy=(x-|-dx) (y-f-dy) 
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then — ydx = xdy + dx.dy 

or —(not discarding dx.dy) 


It will thus appear that if we start from a common 
definition of unit elasticity, the formulae for arc elasticity 
and point elasticity are, strictly speaking, entirely similar. 
We should not take advantage of the fact that when changes 
are infinitesimally small, equal percentage changes in price 
and quantity virtually give rise also to equal total expendi¬ 
tures at the different prices, and thus describe Dalton’s 
formula as different from Marshall’s on the ground that it 
does not give us unit elasticity when the outlay is constant. 
For, Dalton, in a sense, starts with a totally different assump¬ 
tion. Although he makes Ed = 1, when percentage change 
in price is equal to the percentage change in demand, he 
cannot associate it with constant outlays, as the total expendi¬ 
tures are not the same—even roughly—when the changes 
are finite. 


Dalton’s formula is discarded on yet another ground. 
It does not satify the so-called reversal test. As Dr. Das- 
gupta says {ibid, p. 681), “The relevant data being given 
the coefficient of elasticity must he the same whether we 
reckon it forward or backward. But the formula employ¬ 
ed by Dalton in measuring arc elasticity gives different co¬ 
efficients.” (My italics.) 

In the first place, it should be said that Dalton him¬ 
self is aware of this discrepancy. “ It should be also 
noticed,” says he, “ that for any demand curve, the arc 
elasticity for a given arc is difi’erent according to which 
end of the arc is taken as the base, from which elasticity 

is measured. If the base is (x, y), Ea is given by —^ 


while if the base is (x+h, y+k), it is — k(x+^ ~’” 

he adds that the difference between the two elasticities will 
not generally be large. 

In the second place, this objection applies equally in 
the case of point elasticity. 
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For, 


when P changes from y to y+dy 
and Q changes from x to x -f- dx 

Ed is given by — 

when P changes from y+dy to y 
and Q changes from x+dx to x 


Ed is given by — 


y dx-fdx. dy 
xdy+dx. dy 


It is only when we discard dy.dx as negligible that 
the reversal test is found to be applicable. It cannot, there¬ 
fore, be maintained that while Marshall’s formula does, 
Dalton’s formula does not, satisfy the reversal test. 


The reversal test, as suggested by Dr. Dasgupta, is 
not very convincing either. The clue is apparently taken 
from Marshall’s statement that if a fall in price from, 
say, 16d. to 15d. per lb. of tea would much increase .... 
purchase, then a rise in price from 15d. to 16d. would 
much diminish them. That is, when the demand is elastic 
for a fall in price, it is also elastic for a rise.” Dr. Das¬ 
gupta seeks to establish the identity of the co-efficients of 
elasticity, forward and backward, on the following lines. 

Suppose, 

when price is ]6d. per lb., the demand is for 10 lbs. 
of tea 

when price is 15d. per lb., the demand is for 12 lbs. 
of tea 


The price decreases by * |; the demand increases by f. 

The product of the two changes: } ® x 8=1 .(A) 

Again suppose, 

when price is 15d. per lb., the demand is for 12 lbs. 
of tea 

when price is 16d. per lb., the demand is for 10 lbs. 
of tea 
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llie price increases by }| ; the demand decreases 
by i 

The product of the two changes: If ^ t =1.(B) 


The first product A (*) is called Elasticity of demand for 
a fall in price, while the reciprocal of the second product 
B ( f ) is called the Elasticity of demand for a rise in 
price. And it is concluded that, therefore, 

Ed for a fall in price = Ed for an equal rise in price. 

That is, the reversal test is fully satisfied. 

In effect, however, it is merely shown that, changes 
being stated as ratios of the original magnitudes. 

Decrease in price X Increase in demand = 

_ 1 _ 

Increase in price X Decrease in demand 

But that is only a statement of the relation that must 
exist between the four entities under the postulates assumed. 
Such a relation can be shown to exist for any four magni¬ 
tudes whatsover, if likewise related. If ‘ a ’ changes to 
‘ b ’ and consequently ‘ c ’ changes to ‘ d,’ and also, if ‘ b ’ 
changes to ‘ a ’ and consequently ‘ d ’ changes to ‘ c,’ then 

M _ 1 

ac 

bd 

The plausibility of the reversal test rests, however, upon 
a static hypothesis. A demand curve is the expression of 
a state of facts existing at one time, viz., a set of a hypothe¬ 
tical consumer’s value and not a group of successive time 
phenomena. The important role of time is assumed away 
by representing the demand curve as based upon a perfect 
knowledge on the part of the consumer about the relative 
significance of the goods concerned. An obvious conclu¬ 
sion is that the list of demand prices which holds for the 
forward movement holds for the return movement as well. 

Thus the reversal test can have one and unambiguous 
meaning. The locus of a point P which traces the demand 
curve is such that if it moves from a position p to a prosi- 
tion p', it will again move from p' to p on the return 

F 3 
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journey, as soon as the original force (e.g., a chanjge of 
price) which initiated the first movement is relinquished. 
But Aere is no warrant to hold that the co-efficients of 
elasticity as evidenced by these two numerically opposite 
events, must also be the same, unless a formula is so framed 
as to establish this so-called identity.’ Indeed, it is enough 
if a formula can show that when the elasticity is greater or 
less than one owing to a given change in the price, it is also 
greater or less than one for an equal and opposite change 
in price. A formula, such as this, may lack elegance and 
symmetry, but it will certainly be less artificial than one 
made on the lines shown above. 


Consider the formula Ed = 


ydx 


which we 


dy (x-t-dx) 

deduced on the assumption that E<i = l, when the total 
expenditure remains constant, not discarding dy. dx in the 
process of calculation (see page 3). This formula, if 

applied to finite changes, will assume the form-^ 

while generally it may be expressed as:— 


k{x+h) 


Ed=- 


Pq_ 

PQ' 


where 

P ... old price 
Q' ... new demand 

p ... difference in old and new prices 
q ... difference in old and new demands, 
p or q being negative. 


^ Observe that in the statement of Marshall quoted above 
(p. 6), he does not say anything on the quantitative aspects of the 
two elasticities, 
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Let U8 observe the application of this formula to 
specific cases: 

Case 7: Ea >7 

Forward Backward 


Price 

Demand 

Price 

Demand 

20 

3 

10 

10 

10 

10 

20 

3 

f 20X7 12 


Ed 

^ "10x3“ 

11 


In both cases E<i > 1, but the co-efficients are not 
identical. 

Case 11X Ea <7 

Forward Backward. 


Price 


Demand 

Price 

Demand 

20 


7 

10 

10 

10 


10 

20 

7 

Ed = 

20x3 _8 
10X10 ^ 


t- 10x3 _s 

^“-lOx? ' 



In both cases Ed < 1, but the co-efficients are not 
identical. 

Cash III: Ed=l 


Price 

Forward 

Demand 

Price 

Backward 

Demand 

20 

5 

10 


10 

10 

10 

20 


5 


20x5 , 

_ 

10x5 , 


Jtid - 

10X10“ 


'10x5“ 



In both cases Ed = 1, and the co-efficients are identical. 
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Incidentally, according to this formula, in the example 
given by Dalton, in which Q decreases from 100 to 90 when 
P increases from £10 to £ll|,the elasticity is 1 and 
not 

For, 

p _ 10x(.10)_100 

yx90 -^100 

The conclusion then is this. The co-efficients of elasti¬ 
city will never be identical even for equal and opposite 
changes in price unless the total expenditure is constant. 
This can also be proved algebraically as shown below. 

The co-efficients of forward-and backward-elasticities 
will be identical in two other cases also, viz.^ when the 


demand curve is a straight line vertical to the x-axis, and 
when it is a straight line parallel to the x-axis. For, in the 

former case, Ea =i— ^ whether calculated 


forward or backward. In the other case, Ea—~, = a, as 

pQ 

p = 0, whether calculated forward or backward. 


® Forward 

Price Demand 


Backward 

Price Demand 


y X y+k x+h 

y + k x+h y X 

(‘ k ^ being negative) 

Putting y-hk=Y and x+h=X, we have y=Y—k and 
x=X—h. 

Hence, 

Forward Ed (‘k’ being -ve.) 

Backward Ed: - ( “K’T)eing-ve) 

If the two co-efficients are to be identical, 

- hy h(y+k) , 

kl?rh)-“k^“ xy=(x+h) (y+k), 

i.e,, the outlay should be constant. 



CONSUMER’S SURPLUS—A REPLY 


BY 

Dr. M. H. Gopal, 

Mysore University, Mysore. 

In his recent article’ on consumer’s surplus Mr. Mathew 
Tharakan attempts “to guess what was at the back of 
Marshall's mind,” believing that Marshall has not expressed 
himself clearly and “to rectify terminological inexactitudes 
in the writings of the master and to invest them with the 
dignity of scientific exposition.” But Marshall does not 
appear to need any interpretation or rectification to invest 
his ideas relating to consumer’s surplus with “scientific 
dignity.” 

The first criticism” which Mr. Tharakan offers is that 
Marshall ignores the distinction between value and utility 
and that he talks of price-surpluses, when he seems to have 
utility surpluses in mind and ought to talk about utility 
surpluses. It is also pointed out that the definition of 
consumer’s surplus as the difference between the sum which 
measures total utility and that which measures exchange 
value is untenable, for the simple reason that there can be 
no common unit, real or imaginary, which can measure sudi 
unlike things as utility and exchange value. 

This criticism is unfounded. Marshall is very clear 
about the distinction between value and utility. In Chapter II 
of Book I of his Principles he repeatedly points out 
how we are concerned with utility or “ desires, 
aspirations and other affections of human nature ” and how, 

’ Indian Journal of Economics, January 1939. This article 
does not attempt either to criticise or to defend the doctrine of 
consumer’s surplus, but merely examines some of the points 
raised by Mr. Tharakan (op. cit.) and by Mr. Abdul Khadir 
(Ibid., July 1937). 

^Ibid., p. 414. 
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because these are subjective and not measurable in them¬ 
selves, “ the economist studies mental states rather through 
their manifestations than in themselves.”® In fact, the whole 
of Chapter II emphasises the limitations as well as the un- 
avoidability of measuring subjective feelings by objective 
standards. Further, the very title of the chapter'^ on con¬ 
sumer’s surplus is ‘ value and utility ’ and the very first 
sentence refers to the measurement of benefit or utility by 
price. Thus Marshall does not ignore the distinction 
between value or price and utility. He regards value or 
price as merely representing or measuring, however roughly, 
utility. He remarks that® “ the satisfaction which he (the 
purchaser) gets from its purchase generally exceeds that 
which he gives up in paying away its price; and he thus 
derives from the purchase a surplus of satisfaction.” No 
statement could be clearer. In Marshall’s analysis of con- 
eumer’s surplus the comparison is between two satisfactions 
—one which the buyer gets and the other which he gives 
away; each of these is, for the reasons stated above, objective¬ 
ly represented by the price, which the purchaser would be 
willing to pay and by that which he actually pays. It is not 
a comparison between utility, a subjective feeling, and price 
or exchange-value, an objective thing. It is a comparison 
of like ‘ thing,’ viz., total utility received and utility given 
away in a purchase; both are considered through the medium 
of price or value, i.e., potential price and actual price 
respectively. There can thus be no comparison of two unlike 
things. 

Mr. Tharakan further writes® that Marshall is “ always 
careful to refer to consumer’s surplus in terms of money 
and not in terms of utilities,” and that “ he does not say 
that consumer’s surplus is represented hy or indicated by 
6 sh. or 45 sh.” Marshall’s critic concludes’ that he has fail- 

^ Principles of Economics, Seventh Edition, p. 15. 

*Ibid., Book III, Chapter VI. 

®0/>. cU., p. 124. 

«Op. cit., p. 414. 

^ Ibid. 
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ed in his attempt “ to give the surplus of utilities mathemati¬ 
cal exactitude in moiretary terms.” 

This criticism appears to do Marshall great injustice. 
The second section of Chapter VI of Book III of the Prin¬ 
ciples is full of the “ representative ” idea. Thus says 
Marshall,^ “ His surplus satisfaction is at all events not 
diminished by buying it but remains worth at least 6 sh. to 
him. This sum (59 sh.) measures their total utility to him 
and his consumer’s surplus is (at least) the excess of the 
sum over the 14sh. he actually does pay for them. This is 

the excess value of the satisfaction.”® But since the 

purchase transaction is done in the form of prices, consumer’s 
surplus is for the sake of convenience of expression stated in 
monetary terms. In Marshall’s words,^® “ he will obtain a 
surplus satisfaction worth to him at least 6sh. or in other 
words a consumer’s surplus of at least 6sh.” Price simply 
indicates utility. 

It is highly doubtful if Marshall attempted to give— 
certainly he did not claim success in this direction— 
“ mathematical exactitude ” to the concept. He appears to 
have been fully aware of its impossibility. The best that he 
claims is “ to give definiteness to our notions obviously 
meaning to illustrate and classify the general statement in 
section 1 of Chapter VI of Book III. Again he writes^"^ 
“ The first pound was probably worth to him more than 
20sh. All that we know is that it is not worth less to him. 
He probably got some surplus even on that. Again, the 
second pound was probably worth more than 14sh. to him. 
All that we know is that it was worth at least 14sh. and not 
worth 20sh. to him.” Surely, this statement cannot come 
from one who claims “ mathematical exactitude.” Even in 
the analysis of the consumer’s surplus of the market,'® 

sp. 125. 

9P. 127. 

10 P. 125. 

19 P. 126, footnote. 

i»P, 128 and ff, 
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Marshall remarks “ This analysis aims only at giving 
definite expression to familiar notions;” and at the same 
time clearly recognises the modifying factors such as 
differences in sensibility, wealth, etc. No doubt he states 
that allowance for these modifying factors is seldom needed 
in considerable groups of people and that “it is on account 
of this fact that the exact measurement of the consumer’s 
surplus in a market has already much theoretical interest, 
and may become of high practical importance,” but adds in 
the footnote “ the task of adding together the total utilities 
of all commodities, so as to obtain the aggregate of the total 
utility of all wealth, is beyond the range of any but the most 
elaborate mathematical formulae. An attempt to treat it by 
them some years ago convinced the present writer that even 
if the task be theoretically feasible, the result would be 
encumbered by so many hypotheses as to be practically 
useless.”^^ Thus, the extent to which Marshall may be 
regarded as having failed in this direction is only so far as 
subjective satisfaction cannot be accurately measured in 
objective forms. But this ‘ failure ’ affects the very founda¬ 
tion of Economics. 

Mr. Tharakan, however, attempts'® to give the 
Marshallian idea “ theoretical exactitude ” by taking, instead 
of exchange-value, “ something similar in quality to total 
utility, and at the same time equivalent to, but not identical 
with, exchange value. This is obtained by multiplying 
marginal utility with the number of units purchased. The 
difference between total utility and this sum obtained by 
multiplying marginal utility by the number of units, may 
be termed the marginal surplus of utilities.” 

This idea is totally erroneous and is certainly not an 
improvement on Marshall. For the number of units pur¬ 
chased is objectively and easily measurable, whereas 
marginal utility as such is, like total utility, a subjective 

^*0p. cit., p. 415. 

Taussig’s words “Our list of demand prices is highly 
conjectural except in the neighhourhood of customary price; and 
the best estimates we can form of the whole amount of the utility 
of anything are liable to large error,” 
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satisfaction and not measurable. How then does Mr. 
Tharakan propose, firstly, to multiply an unknowable 
mental state by an objective number of units, and, secondly, 
to find out marginal and total utilities excepting as represent¬ 
ed in price? In order to obtain the ‘‘ marginal surplus of 
utilities,” we must first know the total utility and deduct 
from it the marginal utility multiplied by the number of 
units. How to do it? In the present state of our knowledge, 
it is impossible. Therefore the economist does not claim 
to measure any affection of the mind in itself, or directly;” 
but indirectly through its effect. “ No one can compare and 
measure accurately against one another even his own mental 
states at different times; and no one can measure the mental 
states of another at all except^^* indirectly and conjecturally 
by their effects.” The claims of Economics to the status of 
a science are its power to appeal to definite external tests, 
and those tests are made by the least imperfect of the 
measuring rods, viz., money. What a person will pay for 
an article rather than go without it, is the only test by which 
we can ascertain with any approach to precision how much 
satisfaction it brings him.”^^ The question how far money 
can measure utility was raised, in connection with consumer’s 
surplus, by Nicholson more than 45 years ago'® and was 
answered.'® 

Mr. Tharakan carries his attack beyond Marshall. 
According to him^'^ the confusion in the Marshallian concept 
in its existing form is so great that such an eminent 
adherent as Professor Taussig in discussing the theory has 
made it more defective than it is in Marshall’s exposition.” 
Taussig is stated to assume that the potential price for each 
orange is not affected either by further purchases of oranges 
or by the prices of other goods and services or of substitutes. 


Marshall, Principles, p. 15. 

^"Taussig, Principles^ Vol. I, p. 124. 

’^See specially ‘’Measurement of utility l>v Money,’ 
EJ., 1894. 

’®Edgeworh in Ibid. 

20 Op. cit.^ pp. 415-16. 
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Mr. Tharakan writes,®^ that “ there is no justification to 
assume that the individual would pay the same 5 cents for 
the marginal unit, i.e., the 5th orange, under the widely 
differing systems of purchase. There must he much 
difference between the effective demands of the same person 
under widely differing economic conditions.” He adds that 
the actual price in the market, i.e., 5 cents, “ represents not 
the demand price of the last unit under the system of 
successive unit offers at maximum potential prices, but the 
demand price of a unit many stages prior to the last unit.” 
Marshall is credited with avoiding Taussig’s error by using 
the phrase “ other things being equal,” meaning “ the prices 
of other commodities remaining the same.” “Only on 
this assumption,” concludes Mr. Tharakan,^^ “ can the 
Marshallian procedure of calculating the consumer’s surplus 
of a commodity, taken by itself, have any meaning.’' 

This criticism raises three issues. Firstly, to what 
extent does Taussig say so?; Secondly, does Marshall differ 
from him and “ avoid such a serious error in his exposi¬ 
tion;” and thirdly, does the actual price represent the 
marginal demand price or the demand price “ many stages 
prior to the last unit.” Regarding the first question, it may 
be pointed out that Taussig states the case “ in the simplest 
terras.”^* He refers to his “ illustrative case ” and observes 
that the potential prices cannot be known accurately in actual 
cases. “ Statistics of prices, however perfected, throw no 
light on the highest range that would be paid if supply 
became very small.“ The figures which we have given 
for illustration are useful in making the conceptions clear 
but are misleading in that they imply accuracy of measure¬ 
ment.”^* These words of Taussig answer Mr. Tharakan’s 
point. It is, however, true that Taussig states, what the 
equilibrium theory of value states, that the demand price of 


•■*1 Ibid., p. 415. 

22 Ibid., p. 416. 

22 Principles, of Economics, Vol, I, p. 132. 
2< Ibid. 

25 Ibid. 
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the marginal, and not that of the intra-marginal unit is one 
of the price-determining factors. 

The second question is, does Marshall differ from 
Taussig? What the former implies by “ other things being 
equal ” will be considered later. It is now sufficient to note 
that Marshall’s equilibrium analysis is founded on the idea 
that the marginal demand price is the upper blade of the 
pair of scissors that determines value. The third issue 
needs no elaboration, for, in Marshall’s words,*® “ we might 
as reasonably dispute whether it is the upper or the under 
blade of a pair of scissors that cuts a piece of paper, as 
whether value is governed by utility or cost of production.” 

This criticism may be regarded as really against the 
drawing of the potential price or demand curve. It was 
levelled against Marshall by Nicholson,*^ Cannan*® and 
Miller*® among others. It emphasises two ideas. Firstly, 
the potential utility, and, therefore, the price a person would 
pay under conditions of absolute scarcity and privation and 
of the absence of substitutes, is different from the actual 
utility derived in the ordinary environment where we find 
plenty of lbs. of tea and alternative drinks, etc. This idea 
has led another critic*® to observe that the utility curve is 
open at the top, i.e., does not meet AY, while the demand 
curve representing the potential demand price is not, i.e., 
meets AY. Secondly, the one-at-a-time method of calculat¬ 
ing utility and demand prices is faulty. Thus DD*® must 
be redrawn in view of our knowledge of other prices, etc. 

There does not appear to be much substance in these 
criticisms.*^ For, Marshall fully recognises that utility 
imder conditions of privation is different from actual utility 


Principles, p. 348. 

Principles of Political Economy, Vol. I. 

2* Economica, 1924. 

2® Quarterly Journal of Economics, 1927. 

3® Indian Journal of Economics, July 1937. 

I am not considering in this article the criticism levelled 
against Marshall by Cannan, Miller and others. I hope to take 
them up separately. 
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yielded and concerns himself with the latter. His explana¬ 
tion of conjuncture,his reference to the London market, 
and his example of the prices of tea indicate that the total 
utility and the potential prices of the different lbs. of tea 
refer to a buyer in an ordinary market. Further, Marshall 
is fully aware of the second point in the criticism and 
answers it in the footnote on page 126 of his Principles, 
In his own words,®® the reaction of the additional purchase 
“ upon the utility of the purchases which he had previously 
decided to make has already been allowed for in making out 
the schedule and must not be counted a second time,” or 
“ the desire for anything is much dependent upon the 
difficulty of getting substitutes for it.”®* 

Mr. Tharakan next defends Marshall against the 
criticism by Nicholson, Hobson and Davenport that it is of 
little avail to say that a man with only a 1000 income to 
spend can easily emerge with a 2OO0 surplus from the 
spending of it.”®® Mr. Tharakan writes ” How could a man 
under any circumstance pay anything more than his total 
resources? Marshall’s explanation, though suggestive 
enough, does not fully clarify the issue. The criticism is 
based on a false assumption . . . But there is no such thing 
as a consumer’s surplus for all commodities taken together. 
It is simply a contradiction in terms. In conceiving of the 
consumer’s surplus for any one commodity, Marshall 

assumes as a necessary condition that “ other things can 
remain equal.” The supposition and calculation of the 
consumer’s surplus for any one commodity, therefore, 

automatically veto the supposition and calculation of the 
consumer’s surplus for any other commodity or 
commodities.” 

This argument is surprising. It means: (1) That a 
person cannot get more satisfaction than his resources, i.e., 
he can get no consumer’s surplus. This is made clear by 


cit, p. 125, footnote. 

»»P. 126. 

P. 133, footnote. 

35 Davenport, Economics of Alfred Marshall, p. 105. 
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the statement that there is no such thing as consumer's 
surplus for all commodities taken together.”^^ Since we do 
not spend all our resources on one commodity only but buy 
different goods, it follows that there can be no consumer’s 
f»;arplus. (2) That this is Marshall’s view which, however, 
he does not fully classify. 

Both contentions are unfounded. First, let us consider 
the latter, viz., Marshall’s view. His idea is clear from his 
answer to Nicholson. There might be use in comparing 
life in Central Africa with life in England, in saying that 
though the things which money will buy in Central Africa 
may on the average be as cheap there as here, yet there are 
so many things which cannot be bought there at all, that a 
person with a thousand a year there is not so well off as a 
person with three or four hundred a year here,” This 
means that the advantages or consumer’s surplus got by 
spending £100 in England is greater than that got in Central 
Africa and since a person neither in England nor in Africa 
spends all the £100 on one commodity, only it follows that 
the advantages from the expenditure on all commodities 
together are compared. 

Mr. Tharakan probably has in mind another statement 
of Marshall’s^’ It will be noted, however, that the demand 
prices of each commodity, on which our estimate of its total 
utility and consumer’s surplus are based, assume that other 
things remain equals while its price rises to scarcity value: 
and where the total utilities of two commodities which 
contribute to the same purpose are calculated on this plan, 
we cannot say that the total utility of the two together is 
equal to the sum of the total utilities of each separately.” 
In a long footnote Marshall adds^® ‘‘ But the task of adding 
together the total utilities of all commodities, so as to obtain 
the aggregate of the total utility of all wealth is beyond the 
range of any but the most elaborate formulae.” Such an 
attempt even if theoretically feasible is practically useless. 


/. y. 1939, p. 417. 

P. 131. 

footnote. Also 132 footnote. 
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These passages also do not support Mr. Tharakan’s 
thesis. For, they are made in relation to the measurement 
of the consumer’s surplus not of an individual but of a 
market. Moreover, the phrase other things being equal 
does not mean that there is no consumer’s surplus from other 
commodities but merely means that, in getting the demand 
prices of one commodity, we assume that there is no change 
in the supply of and demand for others, i.e., Marshall has 
stated that the total utility of a commodity is at least equal 
to the demand price which is influenced by the environment.”® 
“ The character of the demand schedule for any commodity 
depends in a great measure on whether the prices of its rivals 
all taken to be fixed or to alter with it.” Thus the increase 
or decrease in number or quantity of the substitutes, changes 
in the quantity and prices of other commodities and services 
consumed, changes in wants due to fashion, etc., and changes 
of a similar type will necessarily react upon the demand 
price and also the actual price in the market and therefore 
the consumer’s surplus of an article. This state of flux 
which characterises the real world will hinder the economic 
analysis. Therefore Marshall assumes that “ other things 
remain equal,” so that he might analyse the concept. This 
is his familiar statical method introduced in his study of 
the theory of value as less unreal than the familiar stationary 
state.^® In Marshall’s words^^ “ The study of some group 
of tendencies is isolated by the assumption other things being 
equal; the existence of other tendencies is not denied, but 
their disturbing effect is neglected for a time. The more 
the issue is thus narrowed, the more exactly can it be 
handled; but also less closely does it correspond to real 
life. ’ The phrase ‘ other things being equal ’ does not, 
therefore,^ veto the supposition and calculation of the 
consumer s surplus of any other commodity or commodities. 
When Marshall writes that^" it is obvious that the consumer’s 
surpluses derived from some commodities are much greater 

cit., pp. 100, 105 etc. 

Ibid., p. 366 and ff. 

Ibid., p. 366. 

*2 Op. cit.. p. 4ia 
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than from others and that good instances are matches, salt, 
postage stamps, and penny newspapers, he certainly does not 
imply that the consumer can get the surplus from only one 
commodity and not from the others even though he buys 
them. It means that he gets the surpluses from all of them 
and the total of all these surpluses is the extra benefit he gets 
from his conjuncture. It is just because of this that a person 
with a thousand pounds a year in Central Africa is not so 
well off as a person with three or four hundred a year in 
England. 

In connection with this concept, Mr. Tharakan 
enunciates^' the “ doctrine of dynamic satisfaction.” He 
writes that the psychic surplus of satisfaction has very little 
in common with consumer’s surplus. There are three prices 
for any commodity, viz., the actual price paid, the potential 
price or that which a person is prepared to pay, and the just 
and proper price which is the correct price. The difference 
between the potential and the actual prices is the measure 
of consumer’s surplus, whereas, according to Mr. Tharakan, 
the difference between the just and the actual prices is the 
measure of the psychic surplus. Sometimes circumstances 
compel a consumer to be prepared to pay more than what he 
regards as a just price and, therefore, the potential price 
cannot be taken as the standard of measuring the benefit a 
person gets. 

This concept of psychic surplus is not only unnecessary 
but positively misleading. It is doubtful if there is anything 
like a just and proper price, for every consumer would 
regard no price as the just one. Further, all that we are 
concerned with is that, at the time of purchasing an article, 
a person is prepared to pay a certain price determined by 
his resources and the utility which he feels at the moment 
the commodity is capable of yielding, and that he actually 
pays a lower price, whether these prices are just or not. 

Another i-ecent critic of Marshall has suggested*® a new 
definition of consumer’s surplus as “ the difference between 
the sum which measures the highest demand value of a stock 


«/. /. E., July 1937. 
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of a commodity and the sum which measures its total 
exchange value.” 

The term ‘ highest demand value ’ is misleading. It 
probably indicates the potential demand price. Why have 
the term “ highest? ” Does it refer to the highest price 
which any of the consumers is willing to pay? Or does it 
mean the total demand price, i.e., the total of the demand 
prices for the various units? Again the phrase “ the sum 
which measures ” is unnecessary since demand value and 
exchange value are themselves sums. The ‘ highest demand 
value,’ according to the critic, need not represent total utility. 
Since utility is unknowable but demand price is, and since 
utility is unilaterally determined whereas demand price is 
affected both by utility and by resources, or, as the critics 
say, the utility curve is open and the demand curve is closed 
at the top, it is better to compare demand and actual values. 

This new definition indicates a misunderstanding of the 
concept of consumer’s surplus. For the surplus is essen¬ 
tially a utility surplus and not a price-surplus, and this point 
has been already discussed; whereas the new definition 
regards it as price-surplus. A surplus is necessarily positive 
and we get a positive surplus of benefit when a thing that we 
try is more useful to us than the thing that we give; but 
according to the new idea, there is no positive benefit. 
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BY 

J. C. SlNHA. 

In these days of national economic planning, a proper 
adjustment of road and railway facilities to public require¬ 
ments which is the essence of the road-rail problem, has 
assumed a very great importance in our country. Contrary 
to what is popularly believed, the passing of the Motor 
Vehicles Act (Act IV of 1939)‘ which received the assent of 
the Governor General only on the 16th of February last, has 
not solved this problem. There is a possibility, however, 
that in the long run the Act may offer a partial solution. 
For, with the added duties and responsibilities devolving 
upon motor transport under the new Act, private owners, 
acting singly, will be gradually pushed to the wall. It is 
likely that they will have to combine themselves into a few 
groups, even if a single syndicate is not practicable. Such 
combination will take the edge off the present keen competi¬ 
tion, and will therefore pave the way for better co-ordination. 
But as Keynes has so aptly said, in the long run we shall all 
be dead. Our concern is mainly with the short period. 

Problem not peculiar to India. 

In opening the Road-Rail Conference at Simla in 
April, 1933, Lord Willingdon, then the Viceroy of this 
country, aptly described the problem as “ one of the growing 
pains of civilisation.” Like the invention of the steam- 
engine at the beginning of the nineteenth century, the advent 
of the internal combustion engine at the beginning of the 
twentieth, has had far-reaching social and economic conse¬ 
quences. Motor transport is essentially a product of the 
present century, just as railways were the creations of the 

^ This Act, with the exception of Chapter VIII, will come 
into force on the 1st of July, 1939. 
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nineteenth. Growing competition between railway and road 
transport is being felt today in almost every modern country. 
The only important exception is Soviet Russia where 
competition between road and railway services is practically 
non-existent. In some countries, particularly in Germany 
and the U.S.A., air transport has already appeared as 
another rival in the field. A national co-ordination of 
different forms of transport has thus become a world-wide 
movement today. Practically every country in the world 
which has railway lines, is facing this problem. 

Development of road transport in India. 

Fortunately for the Indian railways, air transport is 
still in its stage of infancy in this country. Road transport 
has not also developed in India to the same extent as in the 
West. The number of motor vehicles in India is quite 
small in relation to the size and population of the country. 
The total number of motor vehicles running in British India 
on the 31st March, 1937, was 171,463 only. After a year, 
i.e. on the 31sl March, 1938, the number dropped to 
146,429.” In Great Britain, on the other hand, the number 
just exceeded 2 millions in 1932. At the end of November, 
1937, the number rose to 2,720,491. In the U.S.A., that 
land of motor cars, the number of motor vehicles, excluding 
motor cycles, for which figures are not available in the 
Statistical Abstract of the C'.S.A., exceeded 28 millions in 
1936. 

This slow growth of motor transport in India may be 
partly ascribed to the poverty of the great bulk of our 
people, for whom the motor car is a luxury but it is mainly 
due to the paucity of roads, particularly of metalled roads 
and the unsatisfactory condition in which such roads are 
generally maintained. But from the point of view of 
national interest, good road transport is badly needed in 
India. As the Royal Commission on Agriculture rightly 
observe “ Transportation is an integral part of marketing and 

^Statistical Abstract for British India (from 1927-28 to 
1936-37) (Fifteenth Issue), p, 603, 
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modem commercial development tends everywhere to en¬ 
hance the value and importance of good communication.” 
But the only important step taken in recent years by the 
Government of India for the development of Indian roads is 
the creation of a Central Road Find in 1929, as a result of 
the recommendations of the Jayakar Committee. Out of the 
total revenue of this fund obtained from additional tax on 
petrol, only Rs. 4 crores were available for distribution 
among the Indian provinces and States during the first five 
years. It is no wonder therefore that our road development 
is still quite inadequate. According to the latest annual 
issue of our Statistical Abstract, the total length of metalled 
roads in British India in 1936-37, maintained by public 
authorities, was 82,299 miles and unmetalled roads 231,882 
miles.® 

State of motor competition with Indian railways. 

It is but natural that competition from road transport 
has not yet become very acute in India. But nearly one- 
half of the total mileage of railways in British India has 
metalled roads parallel to and within 10 miles of them and 
most of the roads were there before the advent of the rail¬ 
way. The railway authorities apprehend that competition 
from road transport is likely to become keener in future. 

The class of Indian railways which has been most 
severely hit up to this time by motor competition is light 
railways.* It is doubtful whether a light railway, limited as 
it is, to a single line, with comparatively slow and infrequent 
trains, can ever hope to compete with a speedy bus service 
running along a parallel road. 

Short distance passenger traffic of metre and broad- 
gauge railways has also been affected by motor competition. 
While the range of motor transport for the carriage of 
passengers is usually short, it is not always so. For instance, 
railway passenger traffic between Bombay and Poona, a 

^Statistical Abstract for British India (15lh Issue), p. 604. 

* Report on the Present State of Road and Rail Competition 
by Mitchell and Kirkness (General Report), p. 15, 
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distance of 113 miles, between Kolhapur and Poona, a dis¬ 
tance of 135 miles, between Madras and Vellore, a distance 
of 82 miles, between Nagpur and Amraoti, a distance of 
96 miles, and between Benares and Allahabad, a distance of 
82 miles, has been somewhat affected by motor competition. 
Messrs. Mitchell and Kirkness estimate in their Report, 
published early in 1933, that the annual loss of Indian 
railways due to diversion of passenger traffic to motor 
transport is something like Rs. 190 lakhs per annum or 
slightly under 2 per cent of the railway earnings of a normal 
year. 

The Wedgwood Committee,* however, estimate the 
annual loss of railway traffic to something like Rs.4| crores. 
This total was made up of Rs. 3j crores in respect of pas¬ 
senger traffic and Rs.f crore in respect of goods traffic. Thus 
the carriage of merchandise by motor transport has not yet 
developed to any great extent. The North-Western Railway 
in the Punjab, however, reports the conveyance of vegetables 
and other perishables by motor transport for considerable 
distances. An instance of this was given by Sir Jogendra 
Singh in the Road-Rail Conference at Simla in 1933. He 
said that fruits from Peshawar were being carried as far as 
Delhi by motor lorries. At present fruits go up to Agra by 
road transport for distribution in the neighbouring Indian 
States. In the case of perishable products like fruits, the 
diversion of traffic to faster road transport is quite natural 
but even in the case of less perishable goods, road competition 
is being increasingly felt. The main reason is the undue 
delay in transport by goods trains. 

As pointed out in the chapters on North-Western 
Frontier in the Mitchell-Kirkness Report, it takes 3 days by 
goods trains for the despatch of goods from Peshawar to 
Kohat Cantonment with numerous waitings on the way but 
the time taken by a motor lorry in despatch is only 2 hours. 
This may be quite exceptional but even in the case of a 
progressive railway like the E.I.R. the time taken in the 
despatch of merchandise by goods trains is often too long. 

® The Indian RaUumy Enquiry Committee, 1936-37, of which 
Sir Ralph Wedgwood was the Chairman. 
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To quote the Mitdiell-Kirkness Report again, it sometimes 
takes 3 days before a consignment booked at Howrah is 
available at Burdwan, a distance of only 67 miles. The 
quicker trransport by lorry mainly explains why a certain 
amount of motor competition for the carriage of merchandise 
is being felt both by the E.I.R. and the E.B.R. in Bengal 
where the roads are generally so unsatisfactory. 

In the chapters on Bengal in the Mitchell-Kirkness 
Report, it is admitted that the lorry rate is usually higher 
than the railway rate but merchants prefer the lorry because 
“ it provides quicker transit, door-to-door service, and it is 
more attractive .... (because) the lorries permit the 
owner of goods to travel free of charge and thus owners 
avoid all possibility of thefts.” There is no doubt that the 
pilfering of goods by the subordinate staff in railways, 
especially in cases where the goods are accepted for despatch 
at the owner’s risk ” is partly responsible for the diversion 
of traffic to motor transport. 

The argument that while railways have to provide for 
their permanent way, motor transport uses one supplied from 
public revenues, is not a strong one. As Sir Frank Noyce 
himself pointed out at the Road-Rail Conference, motor 
transport is at present paying more than half the total 
current expenditure on roads, although it is not the sole 
user of public highways.® 

It is of course quite true that road services are at 
present far less controlled than railways as regards fitness 
of vehicles, loading and speed limits, hours of duty and 
physical and technical fitness of the driver. It is an undis¬ 
puted fact that overcrowding of buses and overloading of 
lorries are the rule rather than the exception. 

Moter Yechicles Act of 1939. 

But most of the defects of motor transport against 
which the railways are loud in their complaints, are likely 
to be remedied as soon as the present Motor Vehicles Act 

'^Proceedings of the Road-Rail Conference at Simla (1933), 
pp. 9-10. 
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comes in force. Few measures have been passed in recent 
years by the Indian Legislature after such elaborate enquir¬ 
ies by so many committees. The Motor Vehicles Act 
of 1939 incorporates most of the recommendations of the 
Mitchell-Kirkness Report, of the Road-Rail Conference of 
1933, of Motor Vehicles Insurance Committee and of the 
Wedgwood Committee. The object of the Act is to make 
competition between railway and motor transport more even 
and fair and to ensure satisfactory working and safety condi¬ 
tions in the latter. It is true that chapter VIII of the Act 
dealing with third party risks,^ shall not have effect until the 
1st of July, 1943, but in spite of this, the Act removes most 
of the legitimate grievances of the railways and of the public 
against motor transport. But this Act alone can hardly be 
expected to bring about a proper adjustment of different 
forms of transport services to the actual needs of the country. 
If the Act is honestly administered so as not to retard the 
development of motor transport, it is quite likely that road 
competition with railways would increase in the near future. 
This is a position which railways cannot face with 
equanimity. 

Case for special protection of railways. 

Should railways have any special protection against 
further motor competition? The case for such protection 
has been summed up as follows in the Mitchell-Kirkness 
Report:—“In view of the immense amount of public 
capital® invested in Indian railways and of the paramount 
necessity for cheap railway rates for the carriage of agricul¬ 
tural staples and heavy traffic, it is not ultimately in the 
interest of the community either that railways should be 
damaged as a property by extensive competition or that, in 


^ For example, in a contract between an insurance company 
and the owner of a bus, the insurance granted by the insurance 
company to the owner of the bus as to the damage claimed against 
the bus-owner by a passenger, would be third party insurance. 

® Sir Frank Noyce estimates it at Rs. 800 crores {Proceedings 
of the Road-Rail Conference, p, 11). 
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order to pay their way, they should be forced to raise their 
rates on other traffic.” 

This argurjnent is far from conclusive. It is true that 
some eight hundred crores of the taxpayers’ money has been 
invested in railways and therefore a rapid change from rail 
to road would be a serious financial disaster, but vmless it is 
proved that railways will for all times to come and for all 
purposes prove to be the most economical and the most 
suitable form of transport, is it desirable that the close 
preserve of railways should be maintained for ever, simply 
because so much state money has been invested in them? 
This, as Prof. Lionel Robbins rightly observes, would be 
“ the very negation of progress. For progress necessarily 
involves the destruction of existing capital values.”* 

If the loss to the community due to the closing down of 
other cheaper and more effective forms of transport is great¬ 
er than the loss due to the destruction of State property in 
railways, other forms of transport should be gradually sub¬ 
stituted for railways. The State should in this case be 
prepared to write off the huge capital invested in railways. 
It is quite true that such a calculation of the profit and loss 
due to the substitution of a new form of trasport for the 
existing ones, is far from easy but the above argument 
shows that there is no case for the permanent protection of 
railways. 

But is there any case for their temporary protection? 
Yes, so far as it is necessary to prevent a rapid change from 
rail to road, bringing chaos in transport service. Let us 
now examine the other argument, viz., that unless the rail¬ 
ways are given such special protection, they will be 
compelled to raise their rates on heavy and bulky goods. 

Economics ot Road and Rail Competition. 

To understand the implications of this latter argument, 
it is necessary to have some idea of the economics of road 
and rail competition. The difference between the methods 
of charging lies at the root of the problem of road competi- 

® Robbins, Economic Planning and International Order, p. 151, 
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tion with railways. The railways have so far been mono¬ 
polies. They charge according to the principle that valuable 
goods can stand a higher proportionate charge than com¬ 
paratively cheap and bulky commodities. As a matter of 
policy, the overhead charges of railways are not fully placed 
on the latter class of goods but are borne to a dispropor¬ 
tionate extent by the lighter and more valuable commodities. 
The road transport agency can, on the other hand, base its 
charges on the cost of service. It finds it easy to quote 
competitive rates for those particular classes of goods by 
themselves, since it has no obligation like the railway to 
carry low-rated heavy goods. The railways thus find those 
kinds of traffic which contribute most to their overhead 
charges, “ the cream of the traffic ” as Sir Frank Noyce calls 
them, depleted by road competition. Railways contend that 
if this competition is allowed to go on uninterrupted, they 
would have no alternative left but to charge more on heavy 
and cheap goods. The result will be that the present 
location of industries and localisation of particular crops in 
particular areas will be considerably disturbed. There is 
thus a case for measures to be taken by railways with a view 
to meet increasing road competition in the near future. 

Measures for meeting road competition. 

Various measures have been discussed both in the 
Mitchell-Kirkness Report and in the Report of the Wedgwood 
Committee for meeting road competition. The more 
important of them are noted below:— 

(a) One such measure is the zoning of motor traffic. 
The object is to confine the motor traffic 
within a limited area. As pointed out in the 
Mitchell-Kirkness Report, the Agent of the 
E.I.R. was not hopeful about the efficacy of 
this measure. The usual range of the motor 
bus was 50 miles which was also the range 
of 80 per cent of the intermediate and third 
class passenger traffic on the East Indian 
Railway. The question whether zoning will 
effectively reduce bus competition, will 
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obviously depend on the limit placed on the 
zone. It is difficult to lay down any specific 
distance as the limit because the extent of 
competition may not be the same all over the 
country. Too narrow a limit will mean 
restriction of motor transport which may not 
be in the interest of the public but too wide a 
limit will make zoning quite ineffective. 

(6) The reduction of rates and fares in railways is 
frequently suggested as an effective measure 
for meeting road competition. But unless 
there is much unused capacity available in 
Indian railways, the problem is whether the 
cost of operating extra trains to carry 
additional passengers or goods resulting from 
cheaper fares and rates would be less than 
additional gross earnings. His Excellency 
the Viceroy said in his speech before the 
Associated Chambers of Commerce in 
Calcutta on the 21st December, 1936, 
“ Railways (in India) are always prepared 
to reduce rates if by so doing there is a 
reasonable chance of covering the cost of 
reduction. But it must not be forgotten that 
a reduction of, say, 25 per cent in rates 
requires an increase of 33 per cent in traffic 
merely to obtain the same gross earnings, 
and about 50 per cent increase to get the 
same net earnings.” A reduction of charges, 
as the Wedgwood Committee rightly point 
out, should be the last resort and not the first 
and should be adopted when all other 
possibilities have failed. It may also be 
noted, as pointed out already, that the bus 
and lorry charges on competitive routes are 
in some cases actually higher than railway 
rates and fares yet the public use road 
transport because the latter presumably 
provides for superior facilities. 
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(c) Would the railways find their salvation in 

improved passenger and goods traffic 
facilities? First, let us consider the question 
of improved passenger traffic facilities. It 
is well known that Indian passenger trains 
are relatively slow but the past experience of 
Indian railways regarding the acceleration 
of long distance passenger trains is not very 
hopeful. The Wedgwood Committee doubt 
whether “ special steps taken to expedite 
long distance express trains would prove a 
source of additional revenue or count for 
much in competition with road transport.” 
Improved speed of passenger services for 
medium distances and in branch lines, is 
likely to produce more encouraging results. 
The intensification of short distance service 
between important towns and the provision 
of larger amenities for intermediate and 
third class passengers who provide about 
92 per cent of the passenger revenue of 
Indian railways, may also be recommended 
for meeting road competition. 

Various suggestions have been made by the Wedg¬ 
wood Committee for improving the facilities 
of goods traffic by railways, e.g., the accelera¬ 
tion of goods trains without reducing the load, 
reduction in transit time, lessening of clerical 
formalities, the modification of railway risk 
note, collection and door-to-door delivery, 
registered transit, the use of containers and of 
refrigerator truc^. A few of these sugges¬ 
tions have already been given effect to by the 
railway authorities in India. The adoption of 
all these measures would go a long way in 
strengthening the position of railways with 
respect to road competition. 

(d) Another suggestion is that railways should 

participate in road transport. The legal 
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powers of Indian railways with regard to 
this question closely follow the legal practice 
in England. At an early stage in the history 
of English railways, it was recognised that 
“ it was appropriate to the railway companies 
that they should bring the goods to the point 
where the railway journey begins, and that 
they should on the completion of the journey 
distribute what they had carried by rail to 
the various consignees on the road.”’^*' 
Collection and delivery services by English 
railway companies were definitely recognised 
by the Regulation of Railways Act, 1873. 
Apart from such service of collection and 
delivery, many of the old railway companies 
in England had from time to time acquired 
limited powers of conveying passengers by 
road vehicles. Similar powers of road 
service were granted to the Guaranteed 
Railway Companies with British domicile, 
working in India but which had not yet come 
under State ownership, by the Indian 
Guaranteed Railways Act (42 & 43 Vic 
Cap 41), passed by the British Parliament in 
1879. Section 4(c) of the Act empowered 
such railway companies to run road services 
for goods and passengers “ carried or to be 
carried on their railway.” Railway 
companies domiciled in India were given 
practically the same powers by Sec. 51(e) of 
the Indian Railways Act, 1890. Railways 
in England, as has been said already, also 
possessed the same powers. In 1928 the 
four great railway companies”^ in England 

Disney, The Law of Carriage by Railway (Eighth Edition 
by H. M. Paul, London, 1929), p. 270. 

^^They are (a) the Southern Railway, (b) the London, Mid¬ 
land & Scottish Railway, (c) the Great Western, and (d) the 
London and North-Eastern Railway. 
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were granted by the British Parliament “ a 
general power to act as a carrier by road, 
subject to certain statutory restrictions.” In 
1933, the Indian Legislature by Act XIX of 
that year, gave similar power to railway 
companies with Indian domicile. So far as 
State-owned railways in India are concerned, 
there carmot be any legal bar to their running 
even parallel road services. Thus the main 
railways in India by reason of their State 
ownership and most of the smaller railways 
by virtue of the Act of 1933, are free to run 
road services. The only railways in India and 
their number is small, which have no such 
power now, are railway companies with 
English domicile which have not yet been 
acquired by the State.’^ 

The Wedgwood Committee recommend that all railways 
in British India should “ have full powers to run road 
services for the conveyance of passengers and freight traffic 
subject to the same licensing and operating conditions as 
apply to every other person providing road services for 
hire.” But the question is—^Will the railways find their 
financial salvation by general entry into road transport where 
competition is already cut-throat? The answer must be in 
the negative, at least so far as the immediate future is con¬ 
cerned. But the experience of South African Railways has 
been that such participation in road transport paves the way 
for successful road-rail co-ordination. But the real solution 
of our road-rail problem will lie not in such isolated 
measures but in a rational transport policy. 

A Federal Railway Authority will be created by the 
Government of India Act, 1935, when Part VIII of that Act will 
come into operation. It seems that this authority, though 
controlling the small class of railways which have not the advant¬ 
age either of State ownership or of the new Act of 1933, will 
not have any larger power in respect of these railways. 
For them parliamentary legislation will be necessary if they 
are to have wider powers for participating in road transport. 
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The Real Solution. 

What is then the real solution? It has already been 
said that the competition between rail and road is a clash 
between two economic principles—(1) the principle of 
diarging what the traffic would bear or the value of service 
principle and (2) the cost of service principle. It would 
be foolish to suggest that the development of road transport 
should be stopped in the interest of railways. But it should 
also be recognised that railways are likely to remain for 
many years to come, the most economical mode of transport 
for many purposes, e.g., for long distance traffic and for the 
transport of cheap and bulky goods. The writer of the 
article on “ The Motor Tortoise and the Railway Hare ” in 
the Jubilee Number of the Capital (November 3, 1938) 
rightly observes “ in an industrial age, time is money; why, 
then should a man who could travel from Bombay to Poona 
by road under three hours be compelled to travel by train, 
which cannot cover the ditstance in less than 4| hours? On 
the other hand, the business man who wishes to travel from 
Calcutta to Bombay is never likely to make the journey by 
car.” What is therefore required is that railways should 
be supplemented by other modes of transport in order to 
meet modern requirements. 

The Four Alternatives. 

A Committee of Experts in their preliminary report to 
the International Chamber of Commerce in October, 1933, 
discussed the following solutions of the road-rail problem, 
without any specific reference to a particular country:— 

(o) A policy of laissez faire which involves un¬ 
restricted competition between rail and road 
transport. 

(6) A complete monopoly of both forms of transport 
under a single organization, e.g., in Soviet 
Russia where all forms of land transport are 
operated by the Government. 
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(c) Two competitive monopolies, one including all 

motor transport and the other all rail 
transport. 

(d) A system of co-ordinated competition between 

road and rail within the limits of their 
present organization. 

Which of them, if any, is applicable to India? Firstly, 
a regime of unfettered competition would not be in the 
interest either of the railways or of road transport or of the 
public. Under such competition, each transport agency 
might succeed in preventing the other from earning a normal 
return on its capital. The effect of such competition in the 
short period would be a fall in the price of transport. But 
this cheapness would be secured at the expense of efficiency. 
It is true that free competition might ultimately lead to a 
modification of railway rate structure on the basis of cost of 
service which finds the approval of economists like Prof. 
Pigou. But this would mean increased freight on cheap 
and bulky goods like coal and other minerals and agricul¬ 
tural produce which would seriously disturb the present 
localisation of industries in the country and even the special¬ 
isation in the production of particular crops in particular 
areas. 

The second alternative would of course enable the 
continuation of the rate policy of charging what the traffic 
would hear but this solution is not free from difficulties. 
Most of the railways in India belong to the central government 
while motor transport belongs to private individuals and 
companies subject to control by provincial governments and 
also by the Indian States. If there is to be a monopoly of rail 
and road transport in India, it should be a monopoly of the 
central government. There are serious constitutional difficul¬ 
ties in forming such a monopoly. Moreover the management 
of such a monopoly is likely to be unwieldy. 

The Wedgwood Committee found that the existing 
administration of railways in India was quite unwieldy. A 
comlnned monopoly of rail and road transport would be far 
too big. %ere is also a danger that the incentive to 
reduce tariff and to improve transport facilities to the 
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public would become weaker under such a monopolistic 
organisation. 

If road transport was made a monopoly independent of 
the railway which itself would be converted into another 
monopoly, most of the difficulties of the second alternative 
would still remain. In this case there “ would be a period 
of intense competition between the two monopolies, followed 
by agreements stabilizing tariffs and conditions of working on 
the basis of the competitive power of the undertakings.” 
There is likely to be a division of functions or division of 
territory between the railway and road monopolies, in order 
to avoid destructive competition. 

Under this system also, as under the second alternative, 
there would still remain one point for decision. There are 
two kinds of road transport—(a) “ hauliers ” carrying other 
people's goods for profit; (b) “ ancilliary ” services whose 
vehicles carry goods belonging to the owners of the vehicles. 
Should the monopoly of road transport be complete, i.e., 
should it include the control of ancilliary services also or 
should ancilliary services be allowed to operate independent¬ 
ly? This question is very material, because it would affect 
the future rate structure of our national transport system. If 
ancilliary transport is to be left free and it is difficult to 
deny the private trader the right to carry his goods in his 
own vehicles, then both railways and the public road trans¬ 
port undertakings must be left free to adapt their tariffs to 
non-monopoly conditions. If, on the other hand, ancilliary 
service is brought under the control of the road transport 
monopoly, it should be possible to maintain the present rate 
structure. But in this case, there is the danger that the 
monopoly will not pay any serious attention to technical 
improvements and will have little incentive to meet the 
needs of transport in the cheapest and the most efficient way. 

By a process of elimination, we thus arrive at the fourth 
alteniative, viz., a system of co-ordinated competition between 
road and rail within the limits of their present organization. 
What is ‘ co-ordination?’ This is a much abused word and 
has been used in different senses on different occasions. 
When the railway authorities in India talk of road-rail 
co-ordination, they imply ‘ elimination ’ of road competition 
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or what they call “ wasteful competition.” But what is the 
criterion for deciding such ‘ wastefulness?’ As the Hon’ble 
Mr. Laine, Member in-charge, Public Works Department, 
Assam, said before the Road-Rail G)nference in April, 
1933 “ Obviously competition cannot a priori be classed as 
wasteful merely because it happens to compete with existing 
railway facilities.”^® 

In a recent Cambridge Economic Handbook, the term 
‘ co-ordination ’ has been defined as “ a relation between two 
or more transport agencies. It may apply between similar 
agencies, as between two railways; or between dissimilar 
agencies as between a railway and a bus company. Its aims 
are to provide the consumer with a service at minimum cost 
through the elimination of technically inefficient methods and 
to ensure that services which are jointly demanded, or com¬ 
plementary to each other, are supplied in harmonyThus, 
if co-ordination is to achieve its purposes, transport should 
be carried on by rail or road or both in such a manner that 
the cost for every passenger and for every maund of goods is 
the least possible, with due regard to the efficiency of the 
service. To translate this ideal into practice under a system 
of regulated competition as far as possible, is the real solu¬ 
tion of our road-rail problem. 

Suggestions for a policy of co-ordinated competition. 

The following suggestions are made for giving effect to 
such a policy of co-ordinated competition:— 

(1) Water transport should be developed for the 
carriage of cheap and bulky goods as far as 
possible. It is a pity that in this magnificent 
land of rivers, water transport has so far been 
neglected. TTiere is little doubt that the 
development of river traffic will enable our 
railways to avoid heavy and bulky goods 
other than perishables which can bear only 

Proceedings of the Road-Rail Conference at Simla in 
1933, p. 27. 

^^Ponavia. The Economics of Transport, pp. 175-176, 
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very low rates and thus set the railways free 
for more remunerative traffic. It is true that 
^ this will cut into the present earnings of the 

railways to some extent but it is equally true 
that if water transport is improved, small 
country boats will be able to carry the cargo 
right up to Calcutta or to any big inland trade 
centre. In other words, these small rivers 
will serve the same purpose as ‘‘ approach 
roads ” do at present. 

(2) Railway and motor services should be made 
more complementary by the development of 
rural roads. The connection of villages with 
railway stations through roads, should receive 
the best attention of provincial governments. 
Before a new railway line is constructed, pro¬ 
vincial governments should be consulted in 
order to ascertain whether the needs of the 
locality could not be better served by motor 
transport. Before constructing new roads 
more or less parallel to railways, the provin¬ 
cial authorities should satisfy themselves 
whether the money could not be belter spent 
on the development of lural roads. 

Transport Advisory GounciL 

For such co-ordination work, the Transport Advisory 
Council was created as one of the results of the Road-Rail 
Conference in 1933. The Council is an advisory body, 
consisting of Member or Members of the Governor General’s 
Executive Council concerned with communications, sitting 
with provincial Ministers or Members in charge of communi¬ 
cations. In their first meeting held in New Delhi on January 
7, 1935, the Council suggested that the funds available for 
roads should not duplicate the means of transport and that the 
construction of a new railway line should be settled in agree¬ 
ment with local governments. In a subsequent meeting of the 
Transport Advisory Council held in 1936, it was agreed that 
F. 7 
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henceforth the Provinces should only participate in the 
Central Road Fund if they adopted to the satisfaction of the 
Government of India, adequate rules for the control of 
motor traffic. This is a step in the right direction. 

Conclusion. 

To conclude, it may be said that transport is one of the 
major problems of our age. There is no branch of our 
national economic life which does not depend on it. Cheap 
but efficient means of communication are necessary not only 
for industrial development but also for agricultural progress. 
Heavy cost of transport often acts as an internal tariff barrier 
standing in the way of rational localisation of industries. 
The aim of co-ordinated competition between road and rail 
should be to secure for the community efficient transport 
service at the cheapest rate, consistent with normal profit for 
different forms of transport industry. 



A NOTE ON THE COTTON IMPORT DUTY 
1939 


BY 

A. K. Sarkar, B.A. (Cantab.). 

1. In presenting the budget estimate for the financial 
year 1939-40, Sir James Grigg foresaw a deficit of Rs. 50 
lakhs. To meet this deficit he proposed an additional duty 
of half an anna per lb. on all imports into India of foreign 
cotton, expecting a revenue from the duty of Rs. 55 lakhs. 
It is well known that India imports only long-staple cotton, 
hence it should be clear that the duty directly contained no 
element of protection to the mass of Indian producers of cot¬ 
ton, being in itself an avowedly revenue duty. 

Sir James Grigg had always proved unpopular as a 
Finance Member, and the Federation of Indian Chambers of 
Commerce and Industry now allege that in presenting the 
budget estimate he deliberately underestimated revenue, 
chiefly in respect of Imported Sugar, “ creating thereby an 
artificial deficit for the purpose of increasing the burden of 
taxation on the people.” The Finance Member expected the 
yield from the Excise Duty on sugar to amount to Rs. 400 
lakhs and the yield from the Import Duty to be Rs. 20 lakhs, 
or a total revenue in respect of Sugar at Rs. 420 lakhs. 
Against this estimate the Federation’s corresponding figures 
were Rs. 300 lakhs and Rs. 277 lakhs, or a total revenue of 
Rs. 577 lakhs. Subsequent facts prove the Finance Mem¬ 
ber’s figures to be woefully short of the actual to which the 
Federation’s figures, on the other hand, show a closer approxi¬ 
mation. In the three months ending June 1938, the revenue 
from the Import Duty had already exceeded Rs. 100 lakhs. 
The Federation has, therefore, argued that no real ground 
ever existed for the Cotton Import Duty, since it was design¬ 
ed to meet a deficit which never existed; which was, in fact, 
a deliberate “ invention.” There have been, however, more 
charitable interpretations of the Finance Member’s under¬ 
estimate. It is claimed that he foresaw the coming crisis 
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in world affairs and was therefore properly conservative in 
his budget estimate. While we do not wish to cast reflections 
on the political far-sightedness of the Honourable Member, 
this explanation does strike us as being rather ingenious. 
Or we can simply argue that the best of Finance Members go 
wrong sometimes. 

2. llie criticism of the Import Duty on cotton goes 
much deeper than a mere examination of the Finance Mera- 
oer’s possible motives in presenting a mythical deficit. It is 
claimed that the duty has led to a considerable reduction in 
the imports of foreign cotton. There is no doubt that there 
has been such a reduction in the imports of raw cotton into 
India. Between April and June 1938, 2,40,190 bales of 
400 lbs. each were imported into India, but between the same 
months in 1939, 1,48,445 bales were imported, i.e., the 
imports were nearly halved. The Federation, therefore, 
claims that since this reduction in imports was due to the 
imposition of the duty, the Government is responsible for the 
consequent rise in the costs of the Cotton Manufacturing 
Industry and the diminution in its competitive strength. In 
brief, the present depression in the industry is largely attri¬ 
buted to the import duty. Further, the duty is said to have 
come down heavily on a branch of the Cotton Manufactur¬ 
ing Industry, namely the manufacture of finer cloth, which 
it would be particularly profitable and desirable for India 
to foster. 

3. Arguments have, however, been advanced which 
attempt to answer the charge of the Federation stated above, 
find to justify the duty. We note four of these arguments 
which we classify under two headings:— 

I. The reduction in imports of foreign cotton could not 
have been caused by the duty. 

(c) In view of the American subsidy of 1‘3 cents in the 
lb. on exports of American raw cotton, the decline in 
American exports to India could not have been caused by the 
duty which would be offset by the subsidy. In the interests 
of the producers of raw cotton in India, the duty must be 
retained as a countervailing measure. 

But is it not true that the subsidy was given to stimulate 
decreasing American exports without any reference to the 
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Import Duty in India? Moreover, American cotton imported 
into India is a very small part of the total imports of cotton 
into India, and does not compete with Indian short-staple 
cotton. 

(b) India takes only a small part of the total exports of 
foreign cotton. The supply to India is, therefore, elastic and 
the duty could easily have been passed on to the Indian im¬ 
porter. The reduction of imports must, therefore, be 
explained on other grounds than the imposition of the 
duty. 

(c) The ground on which it can be most easily explain¬ 
ed is that Indian manufacturers and merchants had large 
stocks of foreign cotton which they had to dispose of before 
making further purchases from abroad. 

But no figures have been produced to support this 
argument, and its propounders are strangely silent as to the 
causes of this unprecedented accumulation of stock between 
1938-39. • 

II. The duty has benefited the producer by giving him 
higher prices for his cotton. Moreover, the duty will en¬ 
courage the production of long-staple cotton in India, and 
hence it will ultimately enable India to manufacture finer 
cloth. 

As regards the latter part of the argument, it is evident 
that an attempt is being made to give an avowedly revenue 
duty the guise of a fairy godmother. The additional duty 
is too weak a crutch for an industry which will have to face 
natural disadvantages as compared to powerful and 
established foreign competition. As was to be expected the 
duty has so far had no effect at all in increasing the pro¬ 
duction of long-staple cotton in India. 

We should note that the arguments under (1) and (11) 
are not mutually consistent. The defence, as it were, is 
divided within itself. For if we argue that the duty has 
raised the price of cotton and thereby helped the producer, 
we are automatically precluded from contending that it has 
not reduced imports. In other words the defence can either 
take up a purely negative attitude and maintain that the 
duty has not had any effect on imports, and therefore has not 
harmed or benefited either the producer or the manufac- 
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turer; or they can actively assert that the duty has aided 
the producer at the expense of the manufacturer. 

4. There is yet another argument, the ‘ piece de 
resistance ’ of the critics of the duty. It is obvious that one 
way by which a foreign exporter can evade an import duty 
on a raw pjoduct is by substituting for exports of the raw 
product exports of the semi-manufactured product. The 
Federation of Indian Chambers of Commerce and Industry 
had at the outset argued that the effect of the duty on Imports 
of raw cotton would be to increase the imports of foreign 
yam into India. This would be another blow to the cotton 
manufacturing industry in India, and to those cottage indus¬ 
tries which produce yam as well as cloth. Figures show 
how right the Federation was in its forecast. Between 
1937-38 and 1938-39 imports of cotton twist and yarn into 
India increased from 21 •! million lbs. to 35‘4 million lbs. 
The bulk of this increase went to China and Japan. The 
latter country very greatly increased her exports to India 
from 14'6 million lbs. to 22*0 million lbs. in the same period. 
India is particularly interested in the manufacture of grey 
twist and yam. Imports here amounted to 5’6 million lbs. 
in the first quarter of 1939-40 as compared to 2’5 million lbs. 
in the first quarter of 1938-39 and 1’7 million lbs. in the first 
quarter of 1937-38. Thus the imports of grey twist and 
yam were more than doubled between 1938-39 and 
1939-40. 

It is evident from these figures that there had been a 
tendency for some increase in the imports of yarn into India 
previous to the imposition of the Import Duty. But it is 
equally evident that in relation to this tendency the import 
duty has had a dangerous effect in intensifying it at a moment 
when some check should have been imposed in the furtherance 
of Indian interests in general. 

5. On a summing up, the Import Duty is shown in a 
very poor light in any impartial investigation. Strictly, we 
should discuss the duty as a revenue measure only, since it was 
imposed as a revenue duty. From this point of view the duty 
was based on a fictitious deficit, and has proved a failure in so 
far as it has been responsible for the reduction in imports. 
To some extent it has been defeated by the increased imports 
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of yarn into India. Thus, purely as a revenue measure, we 
cannot but conclude that it has been extremely unsuccessful. 

As regards its wider effects, we have noticed that the 
only defence we can produce is that it has benefited the 
producer at the expense of the manufacturer. To argue in 
this manner is to follow blindly the categorical belief:— 
Economic life presents us always with a choice of evils, 
and no course of policy is the best for everyone.”' With 
India more or less committed to a policy of industrialisa¬ 
tion the argument is itself an anachronism. Moreover, we 
do not believe that in India today there exists a wide 
disparity between the interests of producer and manufacturer. 
The market for the Indian producer is rapidly becoming an 
internal one with the progress of industrialisation. An 
internal market offers to the Indian producer advantages of 
a much more secure and stable market as compared to 
markets abroad. It means that the prospect opens up of 
joining hands with the manufacturer in eliminating the 
middleman, to the mutual benefit of both producer and 
manufacturer. It would be folly, therefore, to impose 
burdens on our manufacturers, and divert our producer’s 
markets to foreign countries. Apart from these wider 
considerations (which may easily be pushed too far) it is 
questionable as to how far the duty as such has really 
benefited the Indian producer. For, if imports of yarn 
have replaced imports of raw cotton, how can the Indian 
producer be better off? 

The case put forward by the Federation of Indian 
Chambers of Commerce and Industry is a powerful one. 
Their double claim for (1) Immediate abolition of the 
Cotton Import Duty and (2) Suitable measures to restrict 
the import of cotton twist and yarn to the average level of 
the years 1936-37, 1937-38 and 1938-39, in no case allowing 
it to exceed the maximum limit of the year 1938-39, 
deserves the Government of India’s immediate and earnest 
enquiry. Nor should too much attention be paid in this 
particular case to the so-called “ conflict ” of interests 
between producer and manufacturer. 

^ Mrs. J. Robinson, Introduction to the Theory of Employ¬ 
ment^ p. 1. 




MIGRATION: AS A MEANS OF RELIEF OF POPULA¬ 
TION PRESSURE IN EASTERN U.P. 


BY 

Ranjit Kumar Banerji, 

Lucknow. 

Overcrowding drives people away from Oudh and the 
eastern districts of the United Provinces to the plantations 
of Assam, the cotton and jute mills of Bengal, and the 
collieries of Bengal, Bihar and Orissa. The emigrants are 
either landless labourers or cultivators of uneconomic hold¬ 
ings. Our peasants multiply without any moral restraint 
or foresight, with the consequence that many of their off¬ 
spring are obliged to forsake their villages—so intimately 
associated with their happy juvenile reminiscences—to seek 
employment in some strange place, to struggle for bread and 
butter in an apathetic and dreary world. 

Labour to Bengal flows ceaselessly from such districts 
as Mirzapur, Allahabad, Parlabgarh, etc. Much of this 
movement is directed towards the fields where harvesting 
operations demand agricultural labour on a vast scale. The 
labour for the jute mills of Bengal is mostly recruited from 
Bihar and the United Provinces. Mirzapur suffers a loss of 
many of its inhabitants as emigrants to Bengal, who are 
mostly labourers from the northern parts of the district. 
The nature of the migration is “ periodic ” or “ seasonal.” 
The peasants commence their journey with the approach of 
winter, in September or October; they remain away from 
their homes during the whole of winter, terminating their 
sojourn in Eastern Bengal or Calcutta by tlie month of April. 
The density of population in Mirzapur varied from 1881 to 
1931, as follows:— 

1931 1921 1911 1901 ] 8!)1 1881 

180 166 166 168 180 181 
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The density per se does not appear to be inordinately 
high to necessitate an oxodus of people. But even with 
such a moderate density, the burden of numbers is not 
negligible, when it is recalled that much of Mirzapur is 
replete with forests; the extent of land available for habita¬ 
tion and cultivation falls far short of the requirements of 
the population. 50'2 per cent of the total area was 
culturable and the percentage of net cultivated area to total 
culturable area was as low as 46 9, while the area double- 
cropped came to 9‘9 per cent of the total cultivable area, 
according to the Census Report of 1931. The following 
figures show the variation in the area cultivated from 1911 
to 1921*:— 

Percentage to total Percentage to culturable area of 
area of ! 

I I ■ i 

Cultivable Net Cultivated double-cropped 

1911 487 55*0 12*9 

1921 517 46-3 9*4 

Thus we notice that cultivation actually diminished 
during the decade, though the density of population 
remained stationary, betokening an accentuated pressure on 
the soil. 

“ It is said by someone,” says Blunt in the Census 
Report of 1911, “that there is not a single family in the 
Benares Division which has not at least one member abroad 
in Bengal and Assam.” Overseas migration was also 
resorted to by the peasants to keep the wolf away from the 
door. Districts like Basti, Gonda, Azamgarh and Ghazipur 
have lost many persons to Fiji Islands, the West Indies, to 
Natal and other far-off places through the indentured system 
of recruitment. We shall study the movement of popula¬ 
tion and the variation of the cultivated area in these districts 
to show that emigration overseas and to Burma was 
necessitated by hard conditions of living at home. 


’ V-P- Census Report, 1921, 
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Percentage variation of 

Percentage variation of the 

population, 1881—1891 

area net-cultivated, 1881—1891 

Gonda 

+ 14*8 

+37 

Basti 

+ 9*5 

+4*9 

Azamgarh 

+ 77 

+ 1-9 

Ghazipur 

+ G*3 

+ *5 


In all the districts the area net-cultivated failed to keep 
pace with the growth of human numbers. It is this fact that 
explains the enormous streams of overseas emigration that 
flowed from these districts during 19()1—1911. 

Number of emigrants that sailed from Calcutta to 
various British colonies between 1901—1910:— 

District Number District Number 

Gonda 14,499 Azamgarh ... 4,209 

Basti 31,173 Ghazipur .. 2,409 


If we study the density figures for the above districts 
we shall find that the saturation point is overstepped as early 
as 1891, except in Basti where it happened in 1901:— 



Mean density 

per sq. 

mile. 



District 

1881 

1891 

1901 

1911 

1921 

1931 

Basti 

578 

634 

655 

649 

683 

737 

Gonda ••• 

447 

514 

494 

497 

518 

555 

Azamgarh 

733 

7S0 

700 

675 

691 

710 

Ghazipur 

695 

739 

659 

606 

600 

634 


The table reminds one of Pearl’s logistic curve of 
population growth. The figures for 1921 suggest the 
beginning of a new cycle of growth. It may as well be only 
a temporary aberration, for aught we know. The pheno¬ 
menal increase of numbers during 1921—31 is appalling 
when viewed in the light of an inadequate increase of the 
area net-cropped. 



200 


RANJIT KUMAR BANERJI 


Percentage variation of Percentage variation of the 
population 1921—31 area net-cultivated, 1921—31 

Gonda +7'0 No increase 

Basti +7'8 +1'7 

Azamgarh + 2‘8 + 3'5 

Ghazipur + 5‘6 — 1 ‘3 

Except in Azamgarh, the area net-cultivated has 
advanced at a slower rate than population. In Ghazipur 
there is a definite diminution of cultivation while the popula¬ 
tion has increased 5'6 per cent. This portends poverty and 
privations of a most exaggerated nature. 

When the pressure of people on the soil is very heavy 
an attempt is made to seek relief through an extension of 
the area cultivated, multiple cropping, industrialization or 
emigration. “ The pressure of population on the soil in the 
eastern districts has been severe; emigration is the natural 
relief,” remarked Blunt in 1911. The rise almost in a 
spurt during the decade 1921—^31 has aggravated the burden 
all the more. Extensive cultivation seems to have reached 
its limits in most of the eastern districts. The following 
table shows the extent of the area net-cultivated and the area 
double-cropped in these districts”: — 

Percentage to culturable area of 
District I 



Net cultivated 

Double-cropped 

Gorakhpur 

84'8 

26-1 

Basti 

81-6 

29'0 

Gonda 

75'8 

31*2 

Bahraich 

71-5 

28*5 

Benares 

83-4 

20*3 

Jaunpur 

777 

19*8 

Ghazipur 

79‘2 

15*8 

Ballia 

81*5 

20*3 

Azamgarh 

79-0 

19*2 


* V.P. Census Report, 1931. 
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If no extension of the cultivated area is possible 
corresponding to an increase of population, intensive farm¬ 
ing may palliate to some extent the deleterious effects of 
overpopulation. There is no room to be sanguine about 
any further intensification of agriculture in the above 
districts, as agricultural water-supply has already reached 
its limits. 

Thus the salvation of the peasants lies in industrializa¬ 
tion and emigration. The sugar mills started under the 
cegis of the protective duty on foreign sugar have no doubt 
absorbed a part of the floating population, nevertheless the 
problem of the landless proletariat still bristles with 
difficulties which must be tackled by the politician no less 
than the economist and the captain of industry and trade. 
How far the growing demand for labour in the sugar mills 
has been responsible for the falling off in the number of 
emigrants from the U.P. is a matter of speculation, as the 
depression in trade and industry has worked concurrently 
in reducing the demand for labour force required in Bengal, 
Bihar and Assam during recent years. It is an irony of 
fate that just at the time when the congestion in Oudh and 
the eastern districts, aggravated enormously as it was by the 
spurt in 1921—31, stood most in need of relief the slump 
in prices set in to retard the flow of surplus labour from the 
U.P. to the mills and factories and plantations of other 
provinces. 

Is the shifting of population from tlie countryside of 
tlie U.P. to other provinces an unmixed blessing for the 
farmer and the community? Obviously not. The work¬ 
man in Calcutta or its environs who leaves behind his family 
in the village usually seeks diversion after the day’s strenuous 
labour by resorting to drink or the borthel. The workers 
from Bihar, the Central Provinces and the United Provinces 
bring women with them to work in the mills of Bengal, who 
are not the wives of the men with whom they reside. The 
Assistant Director of Public Health of Bengal, in his 
evidence before the Labour Commission said, ’‘No privacy 
is possible in the present condition of housing. There is 
open prostitution near the workers’ houses.” 
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An emigrating region is invariably a loser in terms of 
labour value. Such loss is, however, offset by the regular 
flow of income from the country of inunigration to home¬ 
land. Indeed, emigrants’ remittances and income from 
various subsidiary occupations enable the peasants to keep 
their heads above water. The total sum paid by money 
order during 1928-29 throughout the Province was 1,385 
lakhs. Of this amount 7f crores or 56 per cent were paid 
in the districts from which emigration takes place on a large 
scale. The profit derived from emigration by agriculture 
is not limited to periodic remittances. When the emigrant 
returns home he, not infrequently, brings large sums with 
him. “ One darwan of a bank in Burma retired with a 
lakh which he made by lending principally to the bank’s 
clerks.”® 

The effects of rural migrations are many, some are 
beneficial, while others are baneful. Migration of young 
peasants, who leave their wives behind, not infrequently 
leads to disruption of the family, desertion of young wives, 
and commercialized vice in industrial centres. On the other 
hand, it is the emigrants’ remittances that render it possible 
for the man behind the plough to make ends meet. Again, 
when the emigrant returns home, he reduces the burden of 
debt, makes improvements in his house, often redeems land 
mortgaged and his standard of living improves; while his 
manners, mode of living and philosophy of life savour 
distinctly of life in the city, far divergent from those obtain¬ 
ing in the conservative Indian village. 

3 U.P. Banking Enquiry Commitiee Report. 
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Amongst the agencies which provide production credit 
to the farmers, co-operative credit societies are perhaps the 
most important. At one time it was considered that co¬ 
operation would solve all the farmers' problems and bring 
about a millennium but unfortunately these high hopes have 
not been justified by recent experience. It is not the purpose 
of this note to examine the method and procedure of loans 
given By the co-operative societies in different countries of 
the world. This differs from country to country. However, 
it is worth while to examine the basic postulates of co¬ 
operation and especially of co-operative credit and see how 
far in practice these ideals have been realised and, if not, 
what were the causes which have operated to the contrary. 
The basic idea of a co-operative credit society is to capitalise 
honesty apd character. It is a form of mutual help between 
persons who know each other rather intimately and that is 
the main reason why in most countries the co-operative law 
insists that the co-operative credit societies should not be big 
and should be confined to one village or to a class of persons 
who know each other well. The idea is that in a small 
group like this it will be possible to capitalise honesty and 
character, and loans will be made to those people who have 
no tangible material security to offer but are respected and 
honest persons. Moreover, in a system like this, in theory 
at least, the credit, and especially the use to which such 
credit, is put, could easily be controlled as everyone k^ows 
everyone else’s business. It was presumed that this group 
would be able to collect the savings from among themselves, 
or at least there would be some people who had capital and 

^ It was prepared for League of Nations. 

203 



204 


A. I. QURESHI 


who would come forward with it and deposit it with the 
village society which could lend it to needy members; or, 
with the mutual security it would be possible to borrow from 
other institutions where surplus funds were available. It 
was for this reason that it was said that the co-operative 
movement capitalised the honesty of the farmer and linked 
the farmers in the remotest village with the biggest capital 
markets of the world. The system was to work like this:— 
The village societies borrowed from the district banks, the 
district banks borrowed from the provincial banks and the 
provincial banks raised loans either by way of debentures 
or attracted deposits in the money market or in big cities. 
In a good co-operative society all initiative should come 
from within—the need of helping one another must be felt 
by the people themselves and the funds must be available 
locally for distribution among the needy members. If such 
is the case it will be possible to supervise the spending of 
such loans and the borrowers can be questioned, and in some 
cases also advised as to how the loan is to be spent. But it 
is extremely regrettable that this glorious ideal has been 
very seldom realised in practice. What has happened is 
that in most countries the small farmers have been unable 
to obtain money or unable to borrow it at reasonable rates 
of interest. Political pressure has been brought to bear on 
the governments to do something and as a result the govern¬ 
ments had to decide to start the co-ojierative movement. In 
several countries this movement has been virtually sponsored 
by the government; the ideal of self-help has been non¬ 
existent from the very beginning. Those who have joined 
the movement and have become members of the co-operative 
societies have done so with the desire that they should be 
able to borrow as much money as they possibly could. In 
an ideal co-operative society there is a joint and several 
unlimited liability of members and this ideal has been 
insisted upon in almost all co-operative societies. As a 
result of the strict observance of this rule—^that is, that 
every village co-operative credit society must have an un¬ 
limited liability, the well-to-do farmers who are not in need 
of money do not come into the movement, so Ae major part 
of the ideal—that a co-operative society was to be an 
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association of men who had some spare funds to invest and 
of those who wanted to borrow, changed into a society which 
had no funds at all to invest but all members of which 
wanted to borrow. The result was that all co-operative 
societies became societies of borrowers and in a situation 
where everybody is a borrower, no question of supervision 
or control of the loans can arise. It was a case of helping 
one and being helped by the other—a policy which resulted 
in almost a catastrophe, and thus the whole movement has 
become very weak. 

As the question of co-operation is a very important one, 
I think it desirable that a careful study of the problem 
should be made by the League. In my opinion, if the co¬ 
operative movement, especially the co-operative credit 
movement, is to stand on its own legs and is to inspire any 
confidence in the investors, the whole movement must be 
reorganised and in this matter the League can do a great 
deal of work which would be very beneficial to countries in 
guiding the co-operative movement. 

I have read a study which has been made by the 
Section of Technical Collaboration with China: the book is 
entitled “ Co-operation for Economically Undeveloped 
Countries.” This study was prepared by Mr. W. K. H. 
Campbell who was formerly a Registrar of Co-operative 
Societies in Ceylon. I have no intention of making a 
detailed criticism of this report, but I would like to bring 
the matter to the notice of the authorities that the whole 
treatment of Mr. Campbell is on the old line of an 
enthusiastic co-operator, and all that he has to say sounds 
very well on paper but does not work in practice. He lays 
considerable stress on the importance of the unlimited 
society, but unlimited liability is a farce which has no 
foundation. 

It has been realised in India, especially in Burma, that 
it IS almost impossible to enforce this liability. In this I 
am also supported by Dr. Koestner who remarks that if co¬ 
operative societies are to make any progress the liabilities 
of societies must be limited. It is only in this way that well- 
to-do members can be made to join the society. Again, 
there is one very important matter regarding the deposits in 
P. 9 



206 


A. I. QURESHI 


the society. At present there is no secrecy about the 
deposits—and those who have money do not wish everyone 
to know about it. I believe that if the League is to advise 
any country to develop co-operation the person to be appoint¬ 
ed to study the problem should be a banker and a financial 
expert and not a co-operator because the whole matter is 
financial. 

I am afraid I am going out of my way in making these 
remarks, but as the co-operative credit movement is one of 
the most important agencies which supplies credit to farmers 
in many countries of the world, it is necessary that the matter 
should be properly studied by the League. Moreover, if 
any financial institution is to advance funds to the co¬ 
operative banks, that institution must know the financial 
position and soundness of the co-operative banks. 

I shall confine myself to making a few remarks on 
three topics; (1) the type of co-operative society; (2) the 
relationship of the primary society with the central organisa¬ 
tion; (3) long-term credit and co-operation. 

1. Limited or Unlimited Liability? 

There has been a universal tendency in almost all 
countries that a primary co-operative society for the 
provision of credit should have unlimited liability. I have 
already observed above that it may sound very well in 
theory, but in practice the unlimited liability cannot be 
enforced when the occasion demands it. This has been our 
experience in India, especially in Burma. Even in Europe 
it is felt that the unlimited liability society has not been a 
success. Dr. Koestner’s remarks in this connection are very 
significant. He says: “ The Raffeisen type of credit co¬ 
operative with unlimited responsibility of members, 
especially if it attempts to become a universal organisation 
for all the economic purposes of a village (a common 
practice in most countries of Eastern Europe), is hardly to be 
recommended. It introduces a principle of solidary 
responsibility for all the members of the community, 
whether successful or not; a principle can never be enforced 
in case of necessity and well-to-do fanners, seeing that they 
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risk the whole of their property by becoming members, 
avoid it, so that it may often degenerate into an organisa¬ 
tion of poor and inefficient farmers of the locality, dependent 
in its activity only from outside (State) resources, and thus 
distort in the eyes of the public the very conception of the 
co-operative principle. In such co-operatives the principle 
of individual securities given for loans is logically in 
contradiction to the solidary responsibility principle, may 
often be neglected and involve the co-operatives and tlie 
State banks financing them into great embarrassment.”- 
In my opinion, which perhaps is not held by most co¬ 
operative experts, co-operative societies in the village should 
be of the multiple type and their liability should be limited. 
The Society should have as much share capital as possible. 
By a multiple society, I mean a society which caters for all 
the needs of the farmers and not only for their credit 
requirements. A mistake has been made in most countries 
by laying too much stress on co-operative credit and 
neglecting other forms of co-operation. Fortunately now it 
is being realised that the other forms of co-operation are 
more essential than credit. The fundamental defect in a 
co-operative credit society is that once the farmer has 
secured the loan he ceases to take any interest and the society 
degenerates into a group of borrowers without any ideals of 
co-operation. On the other hand, if a society is of the 
multiple type and caters for almost every need of the farmer, 
the farmer is constantly brought into touch with the society 
and this creates a real spirit of co-operation amongst 
farmers. It has been said that in countries like Denmark 
it has been proved best for a farmer to become a member 
of different societies catering for different needs. It may 
be possible in a highly developed country like Denmark to 
have individual societies for separate purposes, but in 
countries where farmers have not developed to such a 
standard it is very difficult to have a number of societies, 
especially when we find that farmers are faced with great 
difficulties even in finding competent men to take charge of a 
single society only. Therefore I am of the opinion that if 


* Note by Dr. N. Koestner. 
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co-operation is to be developed at all, it will be developed 
op die lines which will bring home to the farmer the 
necessity of combining with others for his own benefit and 
when he realises from his every-day experience that this 
mutual co-operation is helping him to solve his day-to-day 
problems. For instance, if he is a member of a multiple- 
purpose society, a society which supplies him with seed, 
helps him in marketing his crops, if he is a dairy farmer, 
helps him in manufacturing dairy produce, provides 
facilities for transport and looks after ihe general welfare 
of the community, there are more chances of success than 
if he were only a member of a credit co-operative society 
which he would rarely visit after he had secured his loan. 
Again, another matter which must be brought home to the 
co-operators is that there must be an efficient and paid 
management. The suggestion of paid management perhaps 
sounds rather uncooperative, but there is a limit to every 
man’s sacrifice for the general cause. It has been foimd 
again and again that most co-operative societies fail because 
of bad management. It would be highly desirable that 
persons in charge of these societies should be given some 
training in a central institution and especially some training 
in the methods of accountancy and a general business train¬ 
ing. Again, it will be necessary, if these societies have to 
mobilise the savings of their members, that a strict secrecy 
of the accounts be kept as is done in any banking institution. 

2. The relationship of the primary society with the 
central organisation. 

This brings us to another important matter, namely, 
what should be the relationship between the primary society 
and the central organisation. Co-operators persistently insist 
that there should be as much decentralisation as possible 
and each group should be made autonomous to the largest 
possible extent. Generally speaking, primary co-operative 
credit societies are linked with the central union or the 
central bank and the central bank is linked with the 
provincial or the apex bank. I have given a good deal of 
thought to the matter and have asked again and again many 
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co-operators the necessity for these independent central 
banks, since the financing is mostly done by the apex bank, 
to which the central banks generally resort. If a borrower 
in a village needs money, he applies to the society, the 
the society generally applies to the central bank and the 
central bank applies to the apex bank. We have to consider 
the possibility of eliminating as many intermediaries as 
possible and the question arises as to the usefulness of these 
central banks. It may be said that it would be very difficult 
for the apex bank to supervise the activities of these small 
hanks; the answer of the co-operators is that centralisation 
is against the jirinciples of co-operation. It has been dis¬ 
covered that these intermediary banks do not scrutinise the 
position of the village societies as expected of them, and 
also the cost of the credit is raised to the borrowers. Now, 
would it be possible to eliminate these central institutions 
without an> danger to the movement? While I was an 
ofiicer in the Agricultural Credit Department of the Reserve 
Bank of India, 1 had the privilege of seeing some of these 
societies which were directly connected with the Provincial 
Co-operative Bank in Bombay, and I found that these 
societies were far better supervised and their financial 
position was sounder than in the case of societies which were 
linked with the central banks. I believe that it will not be 
a gross violation of the principle of co-operation if the central 
banks were made branches of the apex bank and the super¬ 
vision of the whole system was carried out by the apex bank 
itself which provides the greater proportion of the funds. 

3. Long-term credit and co-operation. 

Again in contrast with the opinion of other authorities, 
I am of the opinion that neither the co-operative societies 
nor the co-operative banks should provide long-term credit 
to the farmers. Co-operative Land Mortgage Banks have 
been providing long-term credit to the farmer in various 
countries and have been issuing bonds. But it must be 
realised that these banks are not strictly co-operative. It 
will be more correct to call them semi-state banks, if not 
full-fledged state banks. The debentures of most of these 
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banks are guaranteed by the Government of their country. 
In some cases they have been exempted from income-tax. 
Whatever are the merits or demerits of tax exemption and 
Government guarantee, it certainly is not real co-operation. 
In my opinion co-operative banks should confine themselves 
to provide short-term and medium-term credit only. The 
example of the United States is always held as showing the 
success of the co-operative banks in providing long-term 
credit. The distinguishing feature of the Farm Loan Act, 
passed in 1916, was the creation of the farmers’ co-operative 
associations in the form of Farm Loan Associations, which 
it was hoped would ultimately control the entire system in 
the interest of borrowers. The enthusiasm of the Congress 
in creating co-operative associations was based on the recom¬ 
mendations of the United States Commission which was very 
much impressed by the success of German “ Landschaft.” 
It is very unfortunate that the system in practice is anything 
but co-operative. The co-operative principle which has been 
introduced from above has not made any headway. 

As a matter of fact the very spirit of co-operation is 
lacking in the farm loan associations. The law provides 
that none but borrowers can become members of these 
associations. This clause deprives the associations of any 
genuine co-operative element. It attracts only those people 
who are in need of money and have to become members of 
the associations in order to be eligible to borrow from the 
Land Bank. The law provides that every borrower for 
every 100 dollars must subscribe 5 dollars as share capital 
of the associations. This enforced subscription to the 
associations’ stock to the extent of 5 per cent of the borrowed 
money is very seriously objected to by the borrowing 
farmers. They become members and pay for their member¬ 
ship not because they want to, but because they have to. 
They automatically cease to be members when they have 
paid olf their loans. This means that there is no permanent 
bond between the members of the associations. Naturally, 
the members do not take any interest in the associations and 
no co-operative spirit is developed as the members view the 
whole thing from their personal standpoint. In this system 
there is no place for those persons who are interested in the 
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farmers’ welfare, and j^rhaps are themselves farmers but, 
owing to their better circumstances, are not in need of 
borrowing money from the Federal Land Banks. This 
deprives the associations of some very valuable members. 
As regards the eventual control of the entire system by the 
borrowers this is becoming more and more impossible in the 
face of the large share capital of the Government and the 
interest of the bondholders. The successive annual reports 
of the Federal Farm Loan Board (now the Farm Credit 
Administration) suggest one difficulty after another in 
realising that dream. The large majority of farmers them¬ 
selves do not desire this control. What they want is 
abundant credit at cheap rates. The cost of credit to the 
borrowers under this system becomes higher when money 
is borrowed through the associations whose expenses, how¬ 
ever small, the farmer has to pay, and he loses an additional 
amount through his enforced subscription to the association’s 
stock. It has often been said by enthusiastic advocates of 
the system that the farmers do not suffer any loss because 
the Federal Land Banks pay dividends to the Associations 
on their stock and the Associations pay the farmers. This 
sounds all right in theory but actual experience has a 
different story to tell. In the first place many banks some¬ 
times have not declared any dividends at all, and this has 
meant a direct loss or higher cost of credit to the farmers. 
When dividends have been declared they have not been 
received by the farmers in their entirety, a major portion 
being held by the Associations in the form of reserves from 
which the farmer does not derive any financial advantage. 
As soon as he has paid off his loan he ceases to be a member. 
To what extent farmers have been deprived of these 
dividends was made clear by the Farm Loan Board in its 
report for the year 1922, and the following figures prove 
the truth of this contention. The dividends distributed by 
the National Farm Loan Associations have averaged only 
46 per cent of the dividends distributed by the Federal Land 
Banks. By 1922 the total amount distributed by the Land 
Banks to 3,645 Associations was over $1,826,000, of which 
the Associations redistributed to their members only 
$937,000. Many farmers’ organisations have protested 
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against this, so-called co-operative system, and in its fifth 
report the Federal Farm Loan Board itself recommended 
direct borrowings and advanced the following arguments in 
support of their recommendations:— 

1. That most farmers after having procured their 

loans take little or no interest in the affairs 
of the Association, because they lack the 
spirit of co-operation. 

2. That some Associations cease to function after 

the organisers have obtained their loans, 
thereby failing to serve the communities in 
providing farm mortgage loans. 

For these reasons the Board expressed its conviction 
that the Federal Land Banks should be authorised by law 
to make direct loans to the borrowers. 
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BY 

J. P. Misra, M.A., 

Publicity Officer, Co-operative Societies, U.P. 

The Co-operative Movement in this province in an 
organised form dates only from 1904 when the Co-operative 
Credit Societies Act was passed and as a consequence a new 
department was established. The object of the Act was to 
provide cheap and easy credit to the agriculturists, artisans 
and persons of limited means and to encourage the hfibits 
of self-help, thrift and co-operation among them. A system 
of ‘ patti societies ’ was introduced in the beginning whose 
jurisdiction extended over a number of villages. This had 
its own defects in respect of mutual knowledge of borrowers 
and the supervision over the use of loans. It was, therefore, 
replaced by the principle of one village one society. 

In 1911-12 the number of societies was 1,946. Their 
membership and Working Capital were 76,812 and 
Rs. 10,25,452 respectively. Tbe working of the Act of 
1904 during those years, however, revealed certain defects. 
Societies other than credit could not be registered under the 
Act as also the several central banks which had been 
organised to finance the societies. In order to remove these 
and other minor defects the Co-operative Societies Act of 
1912 was passed. 

The progress of the movement between 1912 and 1924 
was very rapid. Most of the societies were organised on 
insecure foundations without a proper grounding of the 
members in the principles of co-operation and more 
attention was paid to quantity than to quality. This 
landed the movement in difficulties and it was felt that it 
was not working on proper lines. In 1924-25, tbe number 
of societies was 6,0W and their membership and working 
capital were 1,55,149 and Rs. 1,12,51,865 respectively. In 
the same year a Committee, to enquire into the working of 
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the Co-operative Movement, was appointed and its report 
which was published in 1926 formed the basis of future 
development. A policy of consolidation and cautious 
expansion was, therefore, adopted during 1926—30 and as 
a result of the weeding out of bad and dormant societies, 
their number fell and their membership and working capital 
also went down. Between 1930 and 1934 the movement 
received another setback from the economic depression 
which caused a calamitous fall in the prices of agricultural 
produce. Recoveries from societies fell abnormally and 
fresh advance to the members was very much restricted. 
It, however, soon recovered from the effects of economic 
depression on account of the reserves built in previous years 
and there has, during the past five years or so, been consider¬ 
able improvement and expansion of the movement in all 
directions. 

Agricnltupal Credit Societies. 

This is, briefly speaking, the historical background of 
the movement in this province. There are at present over 
10,000 societies of all types and their membership and work¬ 
ing capital are about 4,00,000 and Rs. 3 crores respectively. 
Out of these 10,000 societies there are over 7,000 agricul¬ 
tural credit societies whose membership and working capital 
are about 2,71,000 and Rs. 1,20,00,000 respectively. Over 
60% of the working capital of these societies is their own 
capital; in other words, it represents the saving of members 
in the form of the shares and deposits. But for the exist¬ 
ence of co-operative societies so much money would either 
have been frittered away or gone to the pockets of money¬ 
lenders. Having regard to the owned capital of societies and 
the margin of interest obtaining between rates charged by 
societies and moneylenders, the agriculturists may be said to 
have saved at least over a crore ever since the movement 
started. There are about 1,400 societies which are work¬ 
ing with their own capital and the number of members whose 
normal requirements do not exceed the amount of their 
shares and deposits is increasing. People sometimes 
remark that these 7,000 societies with over Rs, 1 crore as 
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their working capital touch only the fringe of the problem 
of village organisation and rural indebtedness which stands 
at Rs. 186 crores in 1,05,640 villages. That is undoubtedly 
true. The problem is indeed vast and the achievements are 
by no means insignificant. The movement, if it is to be of 
any use, must grow from within and must not be super¬ 
imposed. That has been the motto of working so far. The 
consequence was a smaller number of societies which will 
now provide the nucleus for expansion and development. 

Land-Mortgage Societies. 

Efforts have also been made to organise land-mortgage 
societies for the redemption of previous indebtedness and 
for making permanent improvements in agriculture. There 
are five such societies whose membership is 556. During 
the year 1937-38 they advanced to the extent of Rs. 42,000 
mostly for the payment of prior debts. Such of our societies 
as are old and are working with their own capital also 
advance loans to their members for the payment of old 
debts. But, on the whole, it must be admitted that co¬ 
operative societies do not provide long-term finance as there 
is no arrangement for long-term capital. The Central 
Banking Enquiry Committee remarked, “ While the evidence 
available to us tends to show that rates of interest have come 
down wherever the co-operative credit movement has been 
successful there is very little evidence about the reduction 
of total indebtedness through the agency of co-operative 
credit societies. Indeed the study of Provincial Reports 
leads to the irresistible conclusion that the primary societies, 
central banks and provincial banks are not in a position to 
finance the agriculturists adequately for the discharge -of 
old debts.” 

Cane-Supply Societies. 

In spheres other than credit the movement has of late 
been making unexpected strides. Over 2,500 non-credit 
societies have already been formed and they cover a vast 
field of activity from the supply of cane to factories down 
to production of milk and ghee in the villages. Since the 
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introduction of Cane Development Scheme in 1935 the woA 
of marketing cane through co-operative societies has expand¬ 
ed rapidly. There are two kinds of Cane Marketing 
Societies, (1) those formed in gate areas as a part of the 
Cane Development Scheme and (2) the others organised by 
the Co-operative Depatrment for the whole district or sub¬ 
division. Theoretically their objects and organisations are 
similar but in practice the former have been paying atten¬ 
tion both to agricultural improvement and marketing while 
the latter till recently confined themselves principally to 
marketing, though now they are paying increasing attention 
to development also. One distinction between them, how¬ 
ever, remains. The former deal with small compact areas 
while the latter have extended area of operation. 

The membership of these societies rose from 10,624 to 
29,047 and an area of about 1 lakh acres has already been 
brought under their control. The societies under Cane 
Development Scheme besides doing development work 
through wide distribution of improved seeds and fertilizers, 
supplied J '34 crore mds. of cane during the year 

1937- 38 and there were no losses. The other societies 
marketed 142 crore mds., earned Rs. 2’72 lakhs and had 
a total profit of Rs. 26,356. 

The concessions given under the U.P. Sugar Factories 
Control Act of 1938 (a right to get a contract, a right to a 
reasonable commission, a right to equitable purchase and 
compulsory arbitration) have enabled rapid expansion of 
these societies since the close of the year 1937-38, but it is 
noteworthy that even without this legislative prop nearly 
l/5th of the total cane-supplies to the factories were 
handled by cane societies. During the crushing season 

1938- 39 the societies supplied l/3rd of the total cane 
supplied to the factories. 

Production of Milk. 

The dairy and milk societies which taken together 
number over 30 are tackling the problem of milk-supply in 
urban areas on an organised basis. The advantages from 
these societies are two-fold. The members of milk socie- 
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ties, namely, the poor agriculturists get better prices for 
their milk and are economically free from the dictates of 
town halwais and doodhu/alcts, while the townsmen are as¬ 
sured of a regular and unadulterated supply of milk at rates 
lower than those of private ghosis. Of these societies the 
most important is the Lucknow Co-operative Milk Union to 
which are affiliated about 22 societies situated in a compact 
area in and around Bakshi-ka-talab about 15 miles from 
Lucknow. The Union handled 1,41,440 lbs. of milk in the 
year 1937-38 and its daily sales now average 28 mds. A 
grant of Rs. 30,400 was received from Government last 
year, out of which Rs. 5,400 was for the construction of 
common milking sheds'and wells in the villages and the 
balance for the purchase of scientific apparatus and equip¬ 
ments. The Union also arranged for the purchase of cattle 
of heavy milking breeds from Hissar for members of its 
affiliated societies and has now equipped itself with a milk 
van for speeding up its milk-supply. Besides the one milk 
collecting centre at Bakshi-ka-talab two more collecting 
centres have been opened at Chinhat and Coshainganj at a 
distance of 8 and 12 miles respectively from Lucknow. 

Ghee Unions. 

The ghee societies have now passed the stage of ex¬ 
perimentation and have definitely set themselves on the road 
to expansion and improvement. Their objects are to elimi¬ 
nate the middlemen’s profits, to supply unadulterated ghee 
to the consumers at reasonable rates, to improve the quality 
of ghee by the application of modern scientific methods, to 
improve the breed of animals and to secure better prices for 
the producers, namely, the villagers. They number nearly 
300 with a membership of about 6,000 and are federated 
into 5 Unions in the districts of Agra, Etawah, Mainpuri, 
Bulandshahr and Meerut. The ghee dealers used to pay to 
the producers for their ghee from 30 to 40% less than the 
market rates. But with the advent of ghee unions these 
rates have been brought down to 15 to 20% and this has 
resulted in substantial gain both to members and non¬ 
members. The ghee societies have also introduced standard 
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weights and measures and have thereby saved their mem¬ 
bers from fraudulent malpractices to which they were for¬ 
merly subjected by the ghee dealers. The amount of ghee 
marketed during the year 1937-38 was 4,305 mds. on 
which a profit of about Rs. 20,000 was earned. Apart from 
the prices contracted for, members were paid Rs. 5,200 as 
bonus on supplies. In order to increase the number of socie¬ 
ties and extend their activities Government have increased 
the yearly grant of Rs. 12,500 to Rs. 25,000 during the 
year 1939-40. 


Consolidation of Holdings. 

There are at present 130 societies in the province and 
the total area consolidated so far is over 56,000 bighas of 
land. The number of plots have been reduced by one-tenth 
on repartition. Besides Bijnor, Saharanpur, and Morada- 
bad which were the pioneer districts in this respect, the work 
at present is in progress in Muzaffarnagar, Meerut, Buland- 
shahr, Agra, Etawah, Fatehpur and Rae Bareli also. The 
success achieved so far is satisfactory; the cost of consoli¬ 
dation comes to about 6 as. per acre. Reports on record 
show that there is a keen desire for consolidation on the 
part of cultivators in the neighbourhood of areas where 
consolidation has been effected. The whole work from be¬ 
ginning to end is done by persuasion and propaganda and no 
society is registered until actual transfer of holdings has 
taken place on the spot. As unanimous consent is a condi¬ 
tion precedes to registration, it happens not infrequently 
that work is held up by the obstinate attitude of some mem- 
KmV f ®"‘ire labour of months is undone. A 

w <?n»lidaUon of holdings is also before the 

onVthird of th cultivators of more than 

one-third of the cultivated area of a village may apply in 

consolidation of such a vOlMe. 

peace of consolidation of holdings societies inasmuch as 
the few obstinate and indifferent cultivators who arrest the 

progress of consolidation work will have to join the majority 
for the common good of all. ^ majority 
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Cottage Industries. 

The Co-operative Department in U. P. has been alive to 
the need of improvement in the lot of the weavers by organis¬ 
ing co-operative societies among them for the purpose of 
equipping them with improved handlooms and appliances 
and arranging for the sale of their products. A few 
weavers’ societies were consequently organised but progress 
could not be made for want of funds. Since the year 1934 
when the Industries Department drew up a scheme for the 
utilisation of the Government of India’s grant of Rs. 72,000 
(since raised to Rs. 86,400) for the promotion of a hand- 
loom weaving there has been appreciable expansion of 
weaving societies in collaboration with the Department of 
Industries. 

The Handloom Work on Co-operative lines through 
registered or unregistered organisations is at present carried 
on at Bara Banki, Fatehpur, Ichauli, Sandila, Mallawan 
(Hardoi), Etawah, Sikanderabad (Bulandshahr), Gorakh¬ 
pur, Amroha, Mau (Azamgarh), Maghar (Basti) and Sadi- 
raja (Benares). The first four centres have registered stores 
under the Co-operative Societies Act. At Bara Banki, 
Sandila and Etawah Handloom Scheme is working fully but 
at Mallawan (Hardoi), Sikanderabad and Saidraja no 
grants for Handloom Stores has so far been given. Organi¬ 
sation of Co-operative Stores at Gorakhpur, Mau, Saidraja 
and Amroha is in hand. 

Rural Reconstruction. 

The Co-operative Department has been the pioneer in 
the field of rural reconstruction in this province. About a 
decade ago rural reconstruction work was started in Benares, 
Fyzabad and Partabgarh districts on an intensvie scale. 
Besides there are about 2,000 Better Living Societies whose 
operations embrace the most varied activities from the re¬ 
duction of wasteful expenditure on social customs and cere¬ 
monies to the improvement in agriculture, introduction of 
cottage industries, adult education, health and sanitation, etc. 
In the scheme of rural development formulated by the Rural 
Development Department the very foundation of the whole 
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Structure is a Better Living Society. The staff of the Rural 
Development Department is, therefore, primarily ctmcemed 
with the organisation of Better Living Society in every vil¬ 
lage of the zone under his charge for the furtherance of its 
programme. And as soon as it is organised and has worked 
for some time it is entrusted to the charge of the staff of the 
Cooperative Department. The society is expected to imder- 
take the function of credit and marketing as well later on. 

Women and Co-opepation. 

It has been repeatedly remarked that the strongest ally 
of co-operation is the housewife as it is she who can best 
avoid wasteful expenditure and can practise the habit of 
thrift so far as domestic economy is concerned. “ Once give 
her the knowledge that something better is possible for home 
and family all fatalism will vanish and she will provide 
that determination to rise which must be the edifice of all 
good co-operation.” Co-operation among women naturally 
finds a place in the activities of the Department and there are 
about 100 registered and unregistered societies mostly for 
thrift, better living, education and home products. The 
work is confined mostly to the cities and the interior of a 
few districts like Fyzabad, Jalaun, Moradabad and Partab- 
garh, etc. This has been possible with the staff of one Lady 
Inspector who is assisted by half a dozen Lady Supervisors. 
An appreciable expansion and development of work among 
women is, however, not possible unless ladies of respectable 
families come forward in sufficient number and render help 
to this branch of the movement. 

Marketing of Agricultural Produce. 

It has invariably been said that co-operative credit in 
order to be beneficial in a marked degree to the farmer must 
^ buttressed with co-operative marketing. The Co-operative 
Department repeatedly emphasised this need in its various 
reports and had had the support of various Committees and 
Commissions on the point. The Provincial Banking 
Enquiry Committee considered co-operative marketing most 
promising of suggestions and remarked, “ We must insist 
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Aat tihe success of co-operative credit is jeopardised to a. 
large extent by the absence of organised marketing.” But 
for a few scattered attempts here and there nothing could, 
so far, be done on systetnatic lines for want of funds. 

The department, however, prepared a Scheme of Co¬ 
operative Marketing of Agricultural Produce on comprehen¬ 
sive lines and submitted it to Government for approval. The 
Scheme was approved by Government in January last and 
a grant of Rs. 17,000 was sanctioned for the employment 
of Supervisors. It was put into operation in March in 
order to catch the rabi harvest. About 80 centres of market¬ 
ing were fixed in the province covering the circles of all 
Assistant Registrars. The commodities selected were wheat, 
gram, oilseeds, etc. No particular method of sale was re¬ 
commended for adoption by the staff. The Assistant 
Registrars were given full discretion in the matter in ac¬ 
cordance with local conditions and circumstances. In some 
places the use of pucca arhat method was made while in 
others the produce of members was sent to the Arhatiya who 
made them an advance on the security of the produce and 
adjusted the accounts when it wa§ finally sold. The system 
of collective bargaining was also utilised in order to secure 
the best terms from the beopari, the society making it a 
rule to prohibit direct dealings by individual members 
themselves. In a few cases merely direct sales by members 
were watched over by the supervisors in order to ensure fair 
weighment and prevent any fraud or pilferage. Apart from 
die sales in the market as staled above the societies also 
supplied grain to about 30 central and district jails in the 
province in accordance with the terms of the tenders accept¬ 
ed by them. 

The statistics with regard to the marketing operations 
are under preparation and, therefore, no precise figure can 
be given. It is, however, expected that over 1,50,000 mds. 
of grain of the value of over Rs. 4,50,000 was handled by 
Co-operative Societies this year. Of this over 30,000 mds. 
of grain has been sold to the Jails and about 75,000 mds. has 
been sold in the market while over 45,000 mds. of grain is 
still in stodc. The members have been saved not only from 
unfair weighment, customary charges and other mal- 
P. 11 
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practices but in most cases they have substantially gained so 
far as the rates are concerned. 


Go-operation among Depressed Classes. 

Attempts were in the past made by the Co-operative 
Department to effect an improvement in the condition of the 
depressed classes through co-operative methods. As a result 
some societies mostly for the supply of credit came into 
being, but for want of special staff and difficulties of super¬ 
vision no further expansion has been possible. Govern¬ 
ment have recently approved a scheme involving an expendi¬ 
ture of Rs. 14,130 for the purpose of undertaking work 
among depressed classes on systematic lines. In particular, 
the nature of work will be the organisation of Better Living 
Swieties, supply of cheap credit, improvement in the indus¬ 
trial pursuits and the betterment of housing conditions. A 
sum of Rs. 10,000 out of the above grant has been earmark- 
®d for giving subsidies to such members of co-operative 
societies as effect housing improvements such as opening 
of chimneys, making drains and boring of soakage-pits. 
The subsidy will be given only on a contributory basis. In 
other words, no grants will be given unless and until contri¬ 
bution from members towards part-payment in cash, material 
or labour is assured. 


ProYinoUl Co-operatiie Union. 

^'^P^^^^tive Union came into existence in 
iVZo and IS the non-official body to which are entrusted the 
duties of recruitmrat, training, supervision and control of 
the aup^isors. The constitution provides for a majority 
of non^fficial members to manage its affairs under the guid- 
an^ of the Registrar as its president. The general body 
which IS the supreme authority consists mostly of delegate 

3 and*^*^^^^" a few nomlnat- 

ed and members. The delegates hold office for 

al Committee, which has control over the supervision and 

entrusted to an Executive Committee elected by the Pro- 
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vincial G}mmittee. Out of 71 Central Banks in the United 
Provinces 58 have accepted the scheme of provincialisation. 
Again out of these 13, 8 are its additional members. 
27 isolated societies are also its members. Due to the or¬ 
ganisation of a large number of cane-supply societies, rural 
reconstruction activities and the Better Living Societies and 
Unions, the membership is increasing year after year. The 
total number of supervisors under the control and supervi¬ 
sion of the Union is at present over 350. The income of 
the Union both from the members and Government grant 
was over Rs. 2'20 lakhs in 1938-39. Government grant for 
the supervision of credit societies for the year 1938-39 was 
Rs. 75,000. Special grants for consolidation of holdings, 
ghee and milk societies, work amongst depressed classes, 
poultry societies, and for multi-purpose societies are also 
placed at the disposal of the Union. With the development 
of the movement in several directions particularly in the 
marketing side and formation of multi-purpose societies, 
the number of supervisors under the control of the Union 
is rapidly increasing and the responsibilities of the Union 
are correspondingly enhancing. The Executive Committee 
has recently appointed a sub-committee to draw up a consti¬ 
tution for the Provincial Conference in order to make it 
more representative of the movement in the province. 

Training. 

The Department lays special emphasis upon sound and 
efficient training of the departmental staff and the employees 
under the Provincial Co-operative Union. There is a regular 
Co-operative Training Institute at Partabgarh which is also 
die headquarters of the Deputy Director of Agriculture and 
there is an Agricultural farm close to it. The training is 
in chaise of two Inspectors of the Department and there 
are usually two classes at the institute, namely, those of 
auditors and supervisors. There is no annual classes of 
Inspectors. A class is held whenever a batch is recruited 
and its training lasts for 9 months at the Institute and practi¬ 
cal training in the field under an Inspector. The training 
of the auditors and supervisors lasts for about a year includ¬ 
ing practical training in the banks and societies. In addition 
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to Co-operation and Agriculture, training is alw given in 
rural economics, civics, adult education, scouting, public 
health, first aid, elementary Revenue Law, Revenue papers, 
and the village ‘ Panchayat ’ Act. Of late it has become 
necessary to establish two other training centres in 
the east and west of the province in order to train the ever¬ 
growing staff of Inspectors and Supervisors in connection 
with the Marketing Scheme and to depute two Inspectors at 
each place for the purpose. 

The training of punches and secretaries was taken on 
a comprehensive scale since the year 1936 when a grant of 
Rs. 1,00,950 was allotted to the Local Government by the 
Government of India under the scheme of co-operative train¬ 
ing and education. The object of the scheme is to train 
punches and secretaries of societies in the principles of 
co-operation and the practical working of their societies in 
order to enable them to discharge their duties efficiently. 
162 classes of secretaries (15 attending each class) and 
332 classes of punches (21 attending each class) have been 
held during the past two years and thus about 2,166 secre¬ 
taries and 7,445 punches were trained till 31st March, 1938. 
It is expected that about l/3rd of the punches and secre¬ 
taries of our societies will have received training by 1939-40. 

Propaganda. 

The movement has suffered much in the past for want 
of propaganda and publicity. The Department has, there¬ 
fore, recently established a Publicity Section in charge of 
a Publicity Officer for the purpose of carrying the message 
of co-operation throughout the province by a regular well- 
organised and well-sustained campaign. This is done by 
the publication of articles on Co-operation and allied subjet^, 
both in English and more particularly in Hindi and Urdu 
papers. Popular notes on the day-to-day activities of the 
Department are sent to the press as frequently as possible. 
Lectures are delivered at the meetings and conferences which 
are organised in selected centres in rural areas and are 
members of co-operative societies, non-members. 
Development Departments and leading non¬ 
officials of the locality. An effective propaganda is also 
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done in the exhibitions by means of diarts and posters on 
cooperation and allied subjects while melas, shows and fairs 
are also utilised to spread the message of co-operation 
among the public. A series of talks on Co-operation are 
now and then arranged at the Lucknow Radio Station in 
order to enlighten the public on the much misunderstood 
subject of co-operation. It is also intended to deliver from 
time to time lectures in schools and colleges in order to 
create an interest in co-operation among the student 
community. 

State Aid. 

Unlike Bombay, Madras, Burma and Bihar, the Co¬ 
operative Movement in U.P. is still governed by the 
Co-operative Societies Act II of 1912. The total cost to 
Government during the year 1937-38 was Rs. 5‘37 lakhs 
while Government have provided over Rs. 7,45,000 in the 
budget for expenditure during 1939-40. This includes 
increased grants for the expansions of certain schemes as 
well as new grants, for propaganda, depressed class socie¬ 
ties and poultry scheme etc. Besides, special grant of 
Rs. 1,07,000 and Rs. 50,000 have been made for co-opera¬ 
tive marketing and the establishment of Provincial Co-opera¬ 
tive Bank respectively. Co-operative Movement these days 
looms largely in all provincial policies and programmes for 
the uplift of the rural population and the avowed intention 
of the Government is to encourage its development by all 
possible means. In the course of his Inaugural Address 
delivered at the 22nd Session of the Provincial Co-operative 
Conference held at Bijnor in February last, the Hon’ble 
Dr. K. N. Katju, Minister of Justice and Development, 
observed, “. . . . Over and above all, the present Rural 
Development Department is engaged in preparing the ground 
for co<«perative work on a country-wide scale. As you know, 
about 300 villages more or less are included in every rural 
development zone in each district, and according to our plan, 
it is the function of officials and non-officials in charge of 
rural development work not only to ameliorate the condi¬ 
tions in the countryside in the matter of public health. 
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sanitation and hygiene but also to spread the gospel of co« 
operation throughout the villages. We are all endeavour¬ 
ing by our campaign against illiteracy, by the provision of 
free libraries and reading rooms, by a liberal supply of 
newspapers, by the establishment of better living societies 
and by the construction of ‘ Panchayat Ghars,’ to instil in the 
mind of the villager the merits and beauty of co-operative 
organisation in the village .... But times have now 
changed and co-operation has come into its own. The pro¬ 
blem will not be of money. Money we hope we will get and 
for the asking.’’ 

Future Plans. 

This is, in brief, the present position of Co-operative 
Movement in the province. There has been all-round ex¬ 
pansion of the movement and in some cases an entirely new 
ground has been broken. The future is still much brighter. 
The obstacles which have all along stood in the way of its 
progress are gradually disappearing. Schemes for the 
expansion of education in rural areas, improvements in 
agriculture, introduction of cottage industries; friendly 
attitude of the zemindars and the conferment of certain 
rights on the tenants by the New Tenancy Bill, all provide a 
favourable field for the development of co-operation while 
the effect of several debt acts has only been an increased 
demand for the organisation of co-operative societies for the 
supply of credit. 

In order to make full use of the present opportunities 
the Department has adopted an active policy of expansion 
on well-conceived lines. The programme is to organise a 
co-operative village bank or multi-purpose society in every 
village which will embrace the whole economic and social 
life of the village and not a part of it. Thus the multi¬ 
purpose society will not only supply credit but will also 
undertake such other activities as marketing, better farm¬ 
ing and better livihg etc. The membership will be as wide 
as possible and include every inhabitant of the village. 
All the existing credit societies will be converted into multi¬ 
purpose societies and in such places where non-credit socie- 
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ties or no societies operate, multi-purpose societies will 
spring up through conversion or organisation. A scheme 
of co-operative marketing as stated s^ove has already been 
launched and a large number of multi-purpose societies have 
come into being. With the help of over 200 supervisors 
recruited every year for five years, it is expected that the 
movement will cover 35,000 villages out of the total number 
of 1,05,640 villages in the province. 

A scheme for the establishment of provincial co-opera¬ 
tive bank is already under the consideration of Government. 
It is expected that the bank will shortly come into existence 
and will provide necessary short as well as long-term finance 
to banks and societies. Apart from the assistance which may 
be available from the Reserve Bank the Provincial Bank will 
be in a position to deal with commercial bodies amd make 
available to the movement the additional funds which may be 
required. As a result of the debt legislation the money¬ 
lenders might deposit their surpluses in the societies where 
they will be sure of a reasonable rate of interest on them 
instead of keeping them idle or investing them in less 
remunerative concerns. If it happens—as it should—^the 
co-operative societies will have funds enough at their 
disposal to meet any new demands. 




THE EXISTING STATE OF THE CO-OPERATIVE 
MOVEMENT IN THE CENTRAL 
PROVINCES AND BERAR 

BY 

D. V. Rece Esq., I.C.S. 

Registrar, Co-operative Societies, C.P. and Berar 

It is nearly 35 years that the Co-operative Movement 
has been in existence in this province and it has passed 
through several vicissitudes before reaching the present 
stage. It is based on the All India Co-operative Societies 
Act II of 1912, but efforts are being made to have a separate 
Act for the province. 

2. The Movement in this province is confined main¬ 
ly to credit. There are at present 4,084 primary credit 
societies of which 13 are crop loan societies with limited 
liability and the remaining are credit societies with unlimited 
liability. Of these, 3,414 are situated in the Central Pro¬ 
vinces and the rest in Berar. The working of the crop loan 
societies is similar to that of other primary credit societies 
with the exception that the credit is restricted to the raising 
of crops and other incidental agricultural operations. .The 
membership of all primary credit societies consists of 52,299, 
i.e., 45,983 in Central Provinces and 7,316 in Berar. The 
average number of members per society for the province as 
a whole comes to 13. The total loans outstanding against 
all the members amount to Rs. 81,26,882 (Rs. 38,07,519 in 
Central Provinces and Rs. 43,19,363 in Berar). As 
against this, the total agricultural indebtedness of the Pro¬ 
vince is nearly 36j crores. The average co-operative loan 
per member is Rs. 152 for the province as a whole, the 
average loan per member for (1) Central and (2) Berar 
being Rs. 83/- and 590- respectively. It may be mentioned 
that the loeins of Rs. 81,26,^2/- are exclusive of the loans 
of Rs. 61,00,750/- against members of societies under 
liquidation. 
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3. The total number of villages in Centrd Provinces 
and Berar is 42,821 and thus there is one Co-operative 
society for every 10 villages. But considering the fact that 
there are more than one society in certain villages, the pro¬ 
portion will be still less. Of the total population of 
1,26,60,648 of British subjects in rural areas, only 4 per 
cent is being served by the co-operative credit movement. 
The total cash advances made to the members during the 
year 1937-38 amounted to Rs. 9,32,903 for various agri¬ 
cultural purposes. The average of cash loans advanced 
during the last 5 years comes to Rs. 7,05,135/- which is 
hardly one per cent of the loans of Rs. 7,21,32,086/- requir¬ 
ed by the agriculturists of the province every year. From 
the above figures it will be seen that the co-operative move- 
men has been able to touch only a fringe of the problem of 
rural credit. But it is the only suitable agency for rural 
finance and it has brought about general reduction in the rates 
of interest. The rates of interest charged to members of 
societies range from 4 to 10 per cent per annum. 

4. The total number of Central Banks which finance 
the primary credit societies is 35. Every headquarter of 
a District has got a Central Bank and there are Central 
Banks at several Taluk places as well. The total working 
capital of the Central Banks comes to Rs. 2,45,81,314/- as 
detailed below:— 

Rs. 

1. Paid-up share capital 15,78,195 

2. Reserve and other funds 53,46,402 

3. Deposits from members and 

non-members 1,18,95,206 

4. Loans from the Provincial Bank 

and other sources 57,61,511 

Total ... 2,45,81,314 

5. Out of 35 Banks in the province 20 maintained 
adequate fluid resource to serve as cover against 
deposits while 15 could not, having used their fluid resource 
in returning high-rated deposits. 
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6. Some Central Banks in the province advance loans 
to the agriculturists on the security of agricultural produce 
deposited in their own godowns or in those approved by 
them up to 75 per cent of its market value and the rate of 
interest on such advances is 6 per cent per annum. 

7. There are 16 seed unions in the province which 
advance loans in kind for sowing purposes and charge 10 to 
25 per cent per annum as ‘ Badhi ’ (or interest) for the 
period the loan is outstanding and the total amount of such 
loans during the year 1937-38 was 5,641/-. 

8. The primary credit societies give only short-term 
or intermediary credit. As for long-term credit, the 
Primary Land-Mortgage Banks are being established since 
the year 1934 and their total number at present is 21. 
Their liability is limited and loans are granted on the 
security of unencumbered immovable property. By means 
of special legislation, the occupancy lands which are not 
ordinarily transferable are made so for the loans of these 
banks. The purposes of the loans are (1) repayment of old 
debts, (2) redemption of immovable property from mort¬ 
gages or foreclosure, (3) agricultural improvements, and 
(4) purchase of land for consolidation of holdings. Interest 
on these loans is charged at 6| per cent and the loans are 
repayable in maximum 20 equated instalments. 

9. The membership of these Banks as on the 30th 
June, 1938, consisted of 3,107 persons. The total loans out¬ 
standing against the members exceed 10 lacs. Though all 
the districts are not yet served by Land-Mortgage Banks, the 
programme is to provide each district with a Land-Mortgage 
Bank. The province has not yet got a separate Central 
Land-Mortgage Bank. The Provincial Bank, which is acting 
as such, has floated debentures to the extent of 8 lacs and 
the Provincial Government has guaranteed the principal and 
interest of these debentures up to a maximum amount of 
50 lacs of rupees. The Provincial Government also gave a 
grant of Rs. 5,487 to some Land-Mortgage Banks to 
enable them to meet the working expenses in their initial 
stage. 

10. The apex bank for the province is the Central 
Provinces and Berar Provincial Co-operative Bank with its 
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headquarters at Nagpur. Its working capital amounts to 
Rs. 1,64,98,915. llie amount due from its affiliated Central 
Banks and societies on account of loans, cash credits and 
overdrafts comes to Rs. 37,22,434 of which 7,32,305 were 
due from the Banks and societies in the Central Provinces 
and Rs. 29,90,130 from those in Berar. The apex bank 
also finances the Housing Societies, Land Holders’ Associa¬ 
tions and other Co-operative institutions not affiliated to any 
Central Bank. 

11. There are 50 Urban Societies of Clerks and other 
employees with a membership of 21,384 and a working 
capital of Rs. 15,72,657. The loan outstanding against 
their members comes to Rs. 13,37,734. 

12. Non-agricultural credit societies with unlimited 
liability number 45 containing 672 members. Their work¬ 
ing capital amounts to Rs. 50‘106. The members are 
generally weavers, metal workers, shoemakers and sweepers, 
etc. 


13. One urban bank called the Peoples’ Urban Bank 
was organised at Amraoti last year. It finances small 
traders and businessmen and it undertakes inland exchange 
and other banking business. 

14. There are 89 non-agricultural societies for 
purposes other than credit 18 of which are for purchase and 
sale, 2 dairies, 10 industrial associations, 17 housing 
societies, 14 thrift societies, 5 adult education societies, 
4 compulsory education societies, 9 better living societies, 
2 village development societies, 2 cattle breeding societies 
and general purposes societies. 


15. The Telinkheri dairy at Nagpur which is mantled 

by the Agricultural Department is flourishing. The other 
roistered last year at Drug has also made a good start, 
n and working capital are 33 and 

on ooo“"®. nf goods araount- 

®d and they made a profit of Rs. 870. 

16. The 10 industrial associations include the Central 
rovinces and Berar Weavers’ Co-operative Society, Nagpur, 

w ich has got a grant from Government of India for the 
development of handloom industry. It has 349 members 
and a working capital of Rs. 14,049 including the Govern- 
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merit loan of Rs. 10,490. It worked at a profit of Rs. 1,472 
last year. 

17. The total amount of the Reserve Fund of the 
Movement as a whole is Rs. 71,55,963. Of this, a sum of 
Rs. 34,55,751 is invested in Government Securities and Post 
Office Cash Certificates and the balance of Rs. 37,00,212 is 
in the working capital of the societies. The value of this 
policy of investing a substantial portion of the Reserve Fund 
outside the movement so as to be readily available in a fluid 
form is now being appreciated when the movement is in 
need of immediate financial accommodation. 

18. Till last year the societies in this Province were 
mainly for the provision of cheap credit as will be evident 
from the fact that out of the total number of 4,408 co¬ 
operative societies of all types, as many as 4084 are credit 
societies and the societies for purposes other than credit were 
single-purpose societies, that is to say, they catered to one 
particular need of their members, e.g., supply of pure seed, 
improved implements, supply of other necessaries of life, 
marketing of produce, improvement of agriculture, cattle- 
breeding, reforming social customs, education, etc. But in 
such single-purpose societies, there is waste of energy and 
effort and they have not been able to achieve the desired aim. 
The idea of multi-purpose society which should cater to all 
the economic needs of the rural population was first mooted 
by the Reserve Bank of India in its bulletins No. I and II 
published in the year 1937. The Provincial Government 
approved of the idea and sanctioned a scheme of establishing 
10 multi-purpose societies in the Province, at a total cost 
of Rs. 5,600. At present there are 8 multi-purpose societies 
in the Province, with limited liability, having a total 
membership of 352 persons. These societies are not 
restricted to agriculturists alone but are oj>en to all the 
residents of the village or villages situate within a radius 
of 5 miles. The members can meet any or all their require¬ 
ments by joining the society. 

19. These societies have only made a beginning and 
their activities for the present consist of opening small 
grocery shops which stock articles of daily use, c.g., salt, 
k«rosene oil, chillies, jaggery, etc., and arrange to market the 
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produce of the members. Out of the Government grant of 
Rs. 5,600, Rs. 2,000 are reserved for the construction of 
godowns for stocking the produce of the members. 

20. The duty of education and supervision of the 
Primary Societies had devolved upon the Central Banks 
from the very beginning of the movement and the field staff 
was controlled by the Central Provinces and Berar Co¬ 
operative Federation. According to the recommendation of 
the Sub-Committee appointed by the Federation, finance was 
separated from education and supervision in the year 1929. 
The Primary Societies affiliated to a Central Bank were 
divided into small groups of about 40 to 50 societies each 
entrusted to a Group Officer for intensive education and close 
supervision, fie is given an Assistant to help him in his 
work. These Group Officers and their Assistants are 
controlled by a Local Education and Supervision Committee 
which acts as an agent of the Central Board which is the 
chief executive body of the Institute to which the Central 
Bank is affiliated. There are five Divisional Co-operative 
Institutes serving the four revenue divisions of the Province 
to control the whole field staff and carry on education and 
supervision. They receive annual grant from the Provincial 
Government. The Grant for the year 1939-40 amounted to 
Rs. 29,000. The Government of India made a grant of 
Rs. 48,450 in 1935-36 for the training and education of the 
members of primary societies and the co-operative staff and 
a scheme was chalked out by the Provincial Govern¬ 
ment for the utilisation of the grant. The scheme came into 
force on 1st November, 1935, and will continue for 5^ years. 
It is being worked according to the programme for the last 
3 years. The education staff consists of 1 Educational 
Inspector and 3 Assistant Educational Inspectors. The first 
half of each calendar year is devoted to the training of 
members of primary societies for which classes are held at 
convenient centres in the rural areas and, during the second 
half, the training classes for the staff of the different co¬ 
operative institutions in the province and the Department 
are held. 

21. The Co-operative Movement in the Province as a 
whole and in Berar in particular is passing through very 
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critica] times, as a result of successive crop failures, for 
the last 10 years, slump in prices of agricultural 
commodities and unprecedented fall in land values. All 
these factors have contributed to the accumulation of heavy 
overdues, which are 75 per cent of the total dues in Central 
Provinces and 98 per cent in Berar. The percentage of 
bad and doubtful debts is also on the increase. Most of 
these debts are being recovered through coercive processes, 
i.e,, by award or liquidation proceedings. There are 1,301 
societies in which loans amounting to Rs. 61,00,750 are 
involved. Besides, Rs. 35,12,576 are covered by awards 
mainly against individual members of primary societies. 
Thus the total amount under coercion is 96 lakhs. One 
peculiar feature of the situation is the existence of big 
borrowers, i.e., persons owing Rs. 1,000 or more who have 
absorbed nearly 48 per cent of the loans of the primary 
societies. 

22. Excepting the Banks in Chhattisgarh and a few in 
the Nagpur Division, the condition of the Banks in Central 
Provinces is unsatisfactory. Their work has come to a stand¬ 
still, while the Banks in Berar have become a source of 
grave anxiety and the Provincial Government has appointed 
a Committee called the Berar Co-operative Committee to 
enquire into the condition of the Co-operative movement in 
Berar and make recommendation for reviving and re¬ 
habilitating it. The Committee has already submitted 
its report to the Government whose decision is 
awaited. The Berar Banks are faced with two problems, 
viz., hnancial accommodation and land management. The 
assets of the Banks have become frozen as they have acquired 
against their will 57,000 acres of land and consequently 
have no funds to return the deposits. 

23. As against the dark background of Berar, there 
is a bright picture of the movement in the Chhattisgarh 
Division where new societies including non-credit and non- 
agricultural are being organised. Fresh financing, cent-per- 
cent recoveries, absence of overdues, non-existence of 
coercion, absence of bad and doubtful debts, genuine 
interest by the honorary workers are the main features of 
the present state of co-operation in this tract. Co-operation 
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here is a real live agency of rural credit while the reverse 
holds good in the case of other Banks specially those in 
Berar, On account of coercive measures adopted for the 
recovery of co-operative dues, there is a feeling of sullen 
resentment among members of socfeties in a major part of 
the Province. Those who had joined and directed the 
movement in the good old days prior to the depression are 
getting somewhat tired of the continuous tale of coercion, 
failure and crisis and are gradually withdrawing themselves 
from the movement. The movement has lost all charm for 
them when they find that their association with the movement 
for over 20 years has not enabled the idebted members to 
be free from debt. 



CO-OPERATION IN THE NORTH-WEST FRONTIER 
PROVINCE 

BY 

M. R. Bride Esqr., I.C.S. 

The co-operative movement was introduced in this 
Province in 1925 by Government with a view to help persons 
of limited means to improve their economic condition. 
Like most other parts of India, this is primarily an agri¬ 
cultural Province and the movement was, therefore, primari¬ 
ly concerned with the formation of societies among 
agriculturists. The main problem that existed in the 
N.-W.F.P. as elsewhere was of rural indebtedness and there¬ 
fore agricultural credit societies were given our first 
attention. At the end of July 1938 there were 753 co¬ 
operative societies with a membership of 28,643 and a 
working capital of Rs. 26 86 lakhs. 

Out of these, 660 were agricultural credit societies 
with a membership of 16,049 and a working capital of 
Rs. 12‘24 lakhs. These societies encourage thrift among 
members in various ways and also supply credit to the 
members on reasonable terms. Credit is being largely 
restricted to agricultural purposes such as seed, bullocks, 
ploughs, etc. In the year 1937-38 Rs. 2'46 lakhs were 
advanced to members. Recoveries were Rs. 1*87 lakhs in 
principal and 85 lakh in interest. The total demand from 
members was Rs. 3'23 lakhs in principal and Rs. 2'87 lakhs 
in interest. It is obvious that recoveries are poor as 
compared to the amount due for repayment. The main 
reasons for this are a comparatively bad agricultural year, 
low prices and disturbed conditions in parts of the Province. 
The most common lending rate is 12^ per cent, but a certain 
number of societies allow a rebate of 3|- per cent to 
punctual repayers as an encouragement to prompt repayment. 

There are 3 Central Banks in the Province with a 
membership of 650 (individuals and societies) and a work- 
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ing capital of 10-28 lakhs. Their owned funds are Rs. 1-44 
lakhs while deposits are 7-39 lakhs. The Central Banks 
have also borrowed from the Provincial Bank to the extent 
of 1-46 lakhs. With increased confidence of the public 
these banks will be able to work entirely on their own funds 
and local deposits. During the year 1937-38 they lent 
Rs. 1-89 lakhs to affiliated societies. Repayments to the 
Central Banks were on the whole fair. The Hazara Central 
Bank showed a marked improvement in recoveries while the 
bank at Dera Ismail Kban showed a large drop. This drop 
was primarily due to the disturbed conditions in the southern 
parts of the Province. Reserves against bad and doubtful 
debts are being built up and the 2 banks at Mardan and 
Dera Ismail Kban already have Bad & Doubtful Debts Fund 
above the standard laid down by tbe department. They are 
also creating a separate reserve against the interest in arrears 
from D class, under liquidation and other societies. When 
the interest in arrears is realized it will be taken to the 
Profit and Loss statement and appropriated as profit. In 
future only interest actually realized can be taken to the 
Profit and Loss statement. 

The advantages of consolidation of holdings need no 
repetition. The notable success of this work in the Punjab 
encouraged the department to start this work in this 
Province also. The number of consolidation of holdings 
societies on 31st July, 1938, was 30 with a membership of 
8,409. During the year work was in progress in 16 villages 
and 4,556 acres of land in 6,159 fields were consolidated into 
1,801 blocks. The average size of a block increased from 
6-5 kanals to 22*8 kanals. As a result of consolidation 
12 new wells were sunk and 15 old ones repaired while 853 
kanals of land was brought under cultivation; 100 kanals 
of barani land was also brought under irrigation. This 
movement is taking root and becoming popular, but tbe 
progress is still not as much as one would like it to be. 
Unlike the Punjab the villagers do not contribute even 
partially towards the cost of consolidation. The time 
has perhaps not yet arrived when such contributions 

should be levied, but it is hoped that the time is not 
very far. 
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The marketing of agricultural produce on co-operative 
lines has not been taken up on a large scale, but the 
Grading and Sale Association and the Sheikh Mohammadi 
Grape Sale Society have done increased business during the 
last year. 42’55 lakhs of eggs worth Rs. 1'84 lakhs were 
sold during the year. The Association now owns its 
grading machine. Branches at suitable centres are being 
opened and it is hoped to expand this business a good deal. 
The grape sale society with 21 members marketed 550 
maunds of grapes during the year. It is also expected to 
increase its business next year. 

There are 13 non-agricultural credit societies, 27 
Thrift and Savings and 15 Better Living Societies. The 
Credit Societies show a fall in recoveries from 78 per cent 
to 61'6 per cent. There is also a fall in fresh loans. The 
Civil Employees Society has large owned funds and is doing 
well. The Army Societies continue to work well under the 
control and supervision of their Commanding Officers. 
There is also an excellent society among the sweepers in 
Kohat. It is working on its owned funds and is managed 
by its members. A House Building Society has been 
registered in Peshawar but has not yet started to finance its 
members. The Thrift Societies are mainly among teachers 
in schools and their working depends on the enthusiasm 
shown by the Headmasters of the schools concerned. Of the 
15 Better Living Societies 2 are reported to be doii^ no 
work. There is as yet no spontaneous demand for these 
societies and it needs a good deal of propaganda and 
patience before this type of co-operative activity can be 
expected to prosper in the Province. 

The co-operative movement in this Province is governed 
by the All-India Co-operative Societies Act 1912. The 
Chief Commissioner of the N.-W.F.P. has framed the 
necessary rules under this Act and in doing so the Punjab 
model has been followed very closely. There are 2 
Assistant Registrars in charge of the 2 circles in the 
Province. Under them is the staff of Inspectors and Sub- 
Inspectors who are all paid by Government. The Registrar, 
Co-operative Societies, Punjab, is also Registrar for this 
Province. The Deputy Registrar, Co-operative Societies. 
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Rawalpindi, is in charge of N.-W.F.P. also. The question 
of a separate Registrar is under consideration of Govern* 
ment. The Registrar of the Punjab is also Registrar for 
N.-W.F.P. and Delhi and Adviser to Ajmer-Marwara. He 
is, therefore, unable to devote as much attention to N.-W.F.P. 
as required. The Province being a full-fledged one should 
have a separate Registrar of its own. The staff of Sub- 
Inspectors unlike the Punjab are paid by Government. 
Government charges a fee from the societies for their audit. 

Co-operative Societies have the same exemptions from 
compulsory registration, court-fees and stamps as in the 
Punjab and other parts of India. Half of the money order 
commission is remitted on transactions between co-operative 
societies and their financing institutions in 3 districts of the 
Province. This concession, however, is only up to March 
1942. As in the Punjab disputes between members and co¬ 
operative societies are decided by arbitration. 

In spite of nearly 14 years’ work, the movement has not 
lived up to its original expectation. Membership has gone 
up in the last 2 or 3 years, but the number of societies has 
not gone up to any appreciable extent. Actually there is a 
fall in membership in agricultural credit societies. This is 
probably due to the absence of dividends and the unsettled 
conditions in the southern parts of the Province. 

Last year a survey of village and cottage industries 
was made by an Industrial Inspector from the Punjab. 
Government has, however, not arrived at any decision on his 
report. There is a fair amount of scope for organization of 
village and cottage industries on co-operative lines in this 
Province. 

The co-operative method, it has been proved by the 
experience of the last so many years, can be of great help 
in the development of most types of human activity 
particularly in the economic, educational and moral field. 
In this country the co-operative movement was initiated by 
Government and for a long time to come the initiative will 
remain with Government, The question of rural indebted¬ 
ness and rural credit cannot be tackled except on co¬ 
operative lines. The same can be said of the marketing of 
agricultural produce and the encouragement of cottage 
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industries. All this work should, therefore, be considered 
as a part of a general plan to improve the economic position 
of the village worker, agricultural or otherwise. The co¬ 
operative method can also be successfully used in education, 
particularly of adults and in the improvement of village 
life. The development of co-operation should, therefore, 
form an important part of any scheme of rural reconstruc¬ 
tion. 

Although it is true that not very much has been done 
in the Province, a beginning has been made and it is hoped 
that this Province with increased assistance and attention by 
Government will not lag behind the rest of India in the 
course of the next few years. 
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National Bank Failures and Non-Failures, by Horace Secrist. 

The Principia Press, Bloomington, Indiana, U.S.A, 1938, 

Pp. xix+309. 

The reviewer recalls with pleasure that many years ago he 
made his first acquaintance with Statistics through a small book 
by Prof. Secrist. Since then he has read with pleasure several 
of the Professor’s books such as ‘‘The Triumph of Mediocrity 
in Business,” and “ Banking Standards Under the Federal Reserve 
System.” The present book is a similar statistical study. 

Dr. Secrist describes his book as “ An Autopsy and 
Diagnosis,” The failure of a bank is its ‘death.’ That is preced¬ 
ed by certain symptoms, which have been diagnosed by him. 
He has, however, omitted to prescribe medicines, preferring to 
leave them to be arrived at by readers. He begins the concluding 
paragraph of the book with the sentence, Bank failures are 
peculiarly an American Phenomenon—a disgrace.” An Indian 
reader must recall with shame that the mortality of banks in 
India is also distressingly high, as is evident from the following 
statistics:— 

BANK FAILURES AND NON-FAILURES IN INDIA 


{Source ; Statistical Tables Relating to Banksi in India 23rd Issue) 
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All banks do not report and l)anks having paid-up capital 
and reserve less than Us. 1 lakh have not been shown in the 
above table, although failures are most common among such 
banks. But the figures above indicate that bank faifures aile 
an unhappy feature of Indian credit system. 

A unique feature of the book is the study of failures in 
conjunction with non-failures, which are introduced as “controls” 
for the purpose of comparison. The author justly claims that 
“ so far as is known, this is one of the lew statistical studies of 
an economic phenomenon in which control groups are deliberate¬ 
ly selected in terms of which to appraise the behaviour of others 
through time (p. 7).” Beyond these, no other figures are used. 
For instance, index numbers of prices have not been utilised in 
order to bring balance sheet figures for different years to a compar¬ 
able basis, by making due allowance for variation in the 
purchasing power of money. Possibly there were difficulties in 
the compilation of a satisfactory cash balance standard index 
number for the purpose, as contemplated by Keynes in his 
“Treatise on Money.” Whatever the reason might be, the fact 
remains that the bank balance sheet figures have been used by 
themselves throughout the book with considerable statistical 
ingenuity. 

In the third chapter of the book, five separate items have 
been studied in the form of aggregates just as they are in the 
balance sheets of failing and non-failing banks, viz., (1) total 
resources, (2) total deposits, (3) total loans and discounts, (4) total 
loans and discounts and other bonds, and (5) total capital 
funds, that is to say, the capital, the surplus and the undivided 
profits. A number of useful conclusions have been drawn from 
an intensive study of each one of these items. To give only 
one instance, the following four chief facts have been found 
wdth regard lo total resources. 

“ First, Banks first to fail show declining resources earlier and 
to a greater degree than do those who survive them. The declines 
are latest and least for the hanks which do not fail. 

“ Second. In periods of increasing resources, the percentage 
changes are largest for non-failing banks or for those, the failure 
date of which is longest deferred; whereas in periods of declining 
resources, the decreases are least for the banks wdiich remain in 
operation or for those which continue to function longest. 

Third. In the behaviour-trends of their resources, failures 
are more like failures than they are like non-failures, and the 
nearer together the time of failure the greater the resemblance. 

Fourth. Tlie patterns of behaviour-tendencies for the 
resources of the several bank categories and of their members 
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are independent of the location of the institutions, of their sizes, 
and of the precise method of analysis used to isolate them. This 
conclusion is statistically significant” (p. 11). Similar conclusions 
have been drawn with regard to the remaining four items. The 
validity of these as well as of others in the book rest on “ the 
consistent and repetitive relationships found to hold between the 
several bank classes and their members” (p. 10). 

In the fourth chapter of the book, the year-to-year changes in 
each of these five items have been separately studied for each 
failing and non-failing bank. For, as pointed out by the author, 
‘‘changes in the aggregate . . . may result from relatively large 
changes in a few institutions, or from relatively small changes in 
many . . . Moreover, aggregates do not show the prevailing direc¬ 
tions of change in the amounts of individual banks, nor indicate the 
precise periods in which they occur” (p. 85). The method adopt¬ 
ed is to consider the number of increases in relation to the total 
number of changes, no change being also counted as an increase. 
The conclusions derived from the aergregates have thus been rein¬ 
forced, the effect of individual studies being “ to sharpen the out¬ 
lines of the patterns and to make them less open to doubt” (p. 14). 

In the next chapter four ratios or coelficients are studied for 
failing and non-failing banks, (1) ratios of total loans and 
discounts to total deposits, (2) ratios of total deposits to 
total resources. (3) ratios of total capital funds to total deposits, 
(4) ratios of total capital funds to total liabilities. It is abund¬ 
antly made clear that the conventional ratio of total capital funds 
to toal deposits of 10 per rent or the ratio of total deposits to 
total resources of 60 per rent referred to on page 9 is not sustain¬ 
able in fact. The following comment is made by the author on 
page 270, with regard to the first ratio, after presenting a wealth 
of statistics: “ A level of 20 per cent is double that conven¬ 

tionally assigned as ‘ safe.’ According to this criterion, the 
‘ safest ’ banks are those first to fail, and the longer the banks 
continue to operate the less secure they appear to be.” He goes 
on to explain this puzzle as follows:—“The fact is that during 
most if not all of the years begining, sav, with 1921, the banks 
which ultimately fail have more than sufficient capital funds to 
support their deposit liabilities. They are weak primarily because 
of insufficient deposits—the raw material out of which profits arise. 
‘ Death ’ is due to relative under-nourishment—^the banks falling 
first suffering most in this respect” (p. 270). On page 20, the 
author uses the characteristic expression, “ deposit starvation ” in 
this connection. In judging a ratio, we have to consider both 
the numerator and the denominator. “ The behaviour-characteris¬ 
tics of ratios cannot be divorced from those of the data upon 
which they are based” (p 15), 
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In the concluding chapter, (wrongly printed as Chapter IV 
on p. viii in the Table of Contents), the comparative year-to-year 
changes in the first three ratios or coefficients are studied in the 
same way as in Chapter IV and the conclu8io.ns given in a sum¬ 
mary form. 

The basis of this elaborate study is the annual balance sheets 
of the following National Banks obtained from the reports of the 
Comptroller of Currency of U. S. A.:— 

(1) 741 distributed in all the twelve Federal Reserve Dis¬ 
tricts, of which 100 failed in 1925, 52 in 1929, 123 in 1930, 265 
in 1931 and 201 in 1932. 

(2) 111, which did not fail, 4^ from the seventh and 68 in 
the Tenth Federal Reserve District, chosen from two parent groups, 
one of 252 in other Reserve Cities and another of 300 selected at 
random from the country as a whole, as explained in the author’s 
*‘The Triumph of Mediocrity in Business.” There are three 
governing conditions for failed banks: (1) they must be chartered 
in 1921 or before; (2) necessary balance sheet data must be 
available from 1921 to the year immediately prior to failure; 

(3) each bank must retain its identity throughout the periods to 
which the data relate. 

There are two defects in this procedure, pointed out by the 
author himself on page 7. “ In the first place, . . . balance sheets 
at best give only a cross-section picture of operating conditions at 
selected intervals [when ‘window-dressing’ is usually in vogue] 
. . . They do not reveal the types of transactions which culminate 
in the transactions there disclosed ... In the second place, the 
study applies only to well-established national banks. It has no¬ 
thing at all to say about state banks nor about those with 
national charters which were established after 1921.” 

Thus the results obtained, although so valuable, cannot be 
applied to the entire banking system of the U. S. A., not to speak 
of other countries such as India. The main interest of the book, 
therefore, lies in the statistical technique employed, which is made 
clear in 131 charts, 48 regular tables and numerous other “ insert ” 
tables. The industry and ingenuity displayed are indeed con¬ 
siderable. One wishes, however, that modern methods of analysis 
of variance had been utilised along with the classical methods. It 
is true that time series with mutually correlated items do not easily 
lend themselves to such analysis. But surely the ingenuity of a 
Secrist should have been able to overcome such difficulties. 

H. SiNHA. 
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International Monetary Economics, by Michel Heilperin, 

Longmans. 1939. Pp. 281. Price lis. net. 

This is a valuable book. There is nothing strikingly original 
in it, and yet it does render a service to students of monetary 
economics by going to the roots of certain fundamental concepts 
and by removing many misconceptions which have been responsible 
for much confusion of thought and muddle-headed action in the 
post-war period of world’s monetary history. 

In chapter I on the Notion of Monetary Internationalism, 
chapter II on the Place of Gold in the Monetary System, and 
chapters III and IV on Gold-Price Relationships, the author has 
attempted a searching examination of several well-known monetary 
doctrines such as the automatism of the international gold standard, 
inherent incompatibility between internal and external stability, 
and exact correlation between the size of gold stocks and prices, 
and has thereby cleared off not a little of the weedy overgrowth 
that has long covered the pathways of monetary theory and 
practice. 

Chapter V similarly does the task of clarification in respect 
of various items such as movements of goods, movements of 
capital and movements of short-term funds that figure in inter¬ 
national balance of payments, and chapter VI discusses the various 
causes of disequilibrium. 

Chapters VII and VIII are largely occupied with an elucidation 
of some older and newer ideas regarding foreign exchange and a 
discussion of the relative merits of fixed and flexible parities. 
The author rejects, as many others have done before, the concept 
of purchasing power parity and consequently, also, dismisses the 
notions of over- and under-valuation of currency. “ There is no 
a priori rate of exchange which can be considered as representing 
the normal or natural parity between the respective currencies, for 
there is no legitimate way of calculating such a rate on the basis 
of various economic data . . . From this it further follows that 
the test of a parity is in the >vay it operates. A parity is appro¬ 
priate if the mechanism of adjusting balances of payments can 
function on its basis. It is not an appropriate one, if its main¬ 
tenance involves price adjustments which are impracticable, or 
a ‘crisis’ of confidence, or both; in any of these cases the parity 
must be changed.” (P. 140.) This theory is certainly more 
scientific than Cassel’s theory of purchasing power parity, because 
it is nearer to the basic structure of economic life. But, it is not 
quite a novel point of view. It was rather strongly emphasised by^ 
Keynes in his article on “ The Future of the Foreign Exchanges ’ 
published in the Lloyd Bank Monthly, October, 1935, and re- 
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ailirmed by the Loiiiloii Economist in clear and unambiguous terms 
in two articles on Monetary Policy in its issues of October 17 and 
24, 1930. iSeverllicless, coming as it does from one who is a 
Professor of International Studies at Geneva and whose intellec¬ 
tual kinship lies rather with Robbins, Gregory and Hayek than 
with Keynes, it is }>ailiciilarly significant. It shows that the 
author, in spile of his inUdlectual leanings to the contrary, is 
compelled by regard for basic realities of economic life to make 
a valuable conce.ssion to the demands of internal stability. 

But, though there is this clear concession in favour of change 
of parity in case of major maladjustments, the problem of policy 
is not solved. For, as the author rightly remarks, “ The choice 
of parity is a matter more of judgment than of reasoning; it is an 
art rather tlian a science, as is the case of very many items in the 
field of economic policy. The proof of the adequacy of a parity 
is to be found in its operation. (P. 141.) There is much wisdom 
in this passage. It reminds us of what Pigou has said on the far 
more fundamental issue of Socialism versus Capitalism; “ In 

human affairs it is rarely possible to demonstrate absolutely—even 
though our criteria of ‘good” be agreed—that one course of 
action is ‘ better ’ than another. The data are always imperfect. 
Nevertheless, having equipped ourselves with the relevant know¬ 
ledge and technique, we must use these imperfect data as best we 
may,^ and take the plunge, and judge. There is no other way.” 
(Socialisnrversus Capitalism, p, 197.) 

It is somewhat curious that the author, while acknowledging 
the similarity of his vieus on this question of determination of 
parity in case of major maladjustments with those expressed in a 
recent article by Dr. J. W. Beyen, President of the Bank for 
Biternatioiial settlements at Basle, seems to have no knowledge of 
Keynes aricle on the subject, quoted above, and it is particularly 
so because that article was one of a series contributed in the 
pages of the different issues of the Lloyd Bank Monthly in 1935 
by distinguished representative of rival schools of thought such 
as Rist, Robbins, Henderson, and Brand. 

j*/r gives an exposition of the characteristics of 

different currency systems and discusses the problem of gold 
reserves, and cha])ter X passes in review some of the problems 
raised by policies of economic nationalism, and particularly, the 
future of intonational standard, exchange control policy, and the 
functions of Exchange Equalisation Funds in relation to Monetary 
Nationalism and Monetary Internationalism. 

In an Appendix called “Note on the use of Statistical Con¬ 
structions, the author examines the validity of the statistical con- 
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cepts of Index JNumbers of General Price Level, business activity, 
etc., which liavc played a big role in the study of monetary eco¬ 
nomics for many years now. He follows Hayek (Prices and 
Productioru ch. Ij in condemning the twin concepts of ‘average 
price level ’ and ' value of money ’ both on statistical and logical 
grounds. There is much point in this criticism, which rightly 
suggests that the time has come when some at least of our statis¬ 
tical instruments of analysis should be thoroughly re-examined. 

Though the book contains much valuable exposition and 
some penetrative criticism, it is not well planned. There is much 
repetition and overlapping. There are not a few instances where 
the author criticises views which have been long abandoned by 
leading economists. And, again, no inconsiderable space has been 
taken up with exposition of ideas which are quite familiar by now. 

Despite these blemishes which need not be minimised, we 
may repeat that the book is a valuable one and should repay a 
careful study. 

H. L. D. 


Jc)iNT-.STO(.K Hanking in India, by 1). S. Savkar, B.A. (Hons.), 

M.Com. Published by The Popular Book Depot, Bombay. 
Price Rs. 3-8-0. Pp. 256. 

The development of joint-stock banking in India had not at 
all been commensurate with the size and the credit requirements 
of the country. Till the establishment of the Reserve Bank of 
India, the Indian banking system was organised in disorganisation. 
Recently, however, after the publication of the Report of the 
Central Banking Enquiry Committee and the Provincial Banking 
Enquiry (’ommittees, the public has evinced a good deal of intel¬ 
ligent interest and has come to realise rightly that the industrial 
renaissance of India or any scheme of national economic planning-^ 
cannot be achieved without the organisation of a well-developed 
banking system. Finance is the life-blood of industry and com¬ 
merce and the organisation of a suitable financial machinery 
depends on a sound and well-knit banking system. The publica¬ 
tion of this volume, therefore, with a substantial help from the 
Bombay University is most oppoi:tjune. 

The learned author has discussed in a very lucid manner the 
growth, organisation and reform of joint-stock banking in India. 
The book has been divided into three parts. Part I describes in 
five chapters, the history and growth of Indian banking with all 
its branches in detail. All these chapters are replete wdth very 
interesting and up-to-date statistics which show the pains the 
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author has taken in preparing his thesis. In chapters IV and V 
lie describes very clearly the various causes of Bank failures in 
India (1913—18) and (1926—34) and discusses the effect of the 
War on Indian banking. 

In Part II, in the next five cliapters, the organisation of joint- 
stock banks, their functions and subsidiary services. Balance 
Sheets, their place in and relationship with the Indian Money 
Market and their part in the Pnancing of agriculture and industry 
have been discni-scd in detail. This is followed in chapters XI 
and XII by a brilliant analysis of the defects of joint-stock 
banking in India and useful suggestions have been made to 
remedy those defects. 

Throughout the book Prof. Savkar displays a masterly grasp 
of facts and figures and elates his arguments with admirable 
lucidity and freshness of outlook, and presents his thesis with 
some degree of originality. He has drawn freely from the blue 
books and other authoritative sources on Indian Banking and its 
various branches. The book will prove very useful to students 
as well as to the general public interested in the growth, 
organisation and improvement of Indian joint-stock banking. Its 
utility has been very much enhanced by copious and up-to-date 
Statistics. 


Kalka Prasad Bhatnagar. 


Research and vStatistical Methodology Books and Review, 
1933—1938. Edited by Oscar Krisen Buros. Rutgers Uni- 
\ersity Press. 1938. 

This important publication gives us excerpts from the critical 
reviews of all publications on Research and Statistical Methodo¬ 
logy in such fields as agriculture, economics, business, education, 
engineering, history, psychology and vital statistics. The books 
brought under evaluation include works published in Belgium, 
Canada, China, England, Holland, India, Scotland, South Africa, 
Sweden and the United States. 

The book covers the jieriod 1933 to 1938 and thus makes 
available to us informations regarding the most recent and up- 
to-date w^orks on methodology. The purpose of the book is to 
enable students and teachers to select proper books for reference 
and study—a task that was rendered almost impossible by the 
fact that critical reviews of books did not all appear in one or a 
few journals. 
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In the last few years, as Professor Hotelling said in 1935, 
“ a revolution has taken place in the theory of statistics,” We 
have to-day new statistical methods which, though better that 
the old in every respect, have not been universally incorporated 
in the teaching of statistics and obsolete methods continue to be 
taught and to appear in the text-Looks. It is hoped that the proper 
use of this book will enable us to bring about a desirabjfe change 
in the teaching of statistics. j - 

J. K. Mehta. 


Agricultural Marketing Adviser’s PiEport For the Year 

Ending 31st December, 193b. 

The results of grading stations showed that producers will 
secure enhanced prices for graded produce, sometimes by over 50 
per cent, says the Agricultural Marketing Adviser to the Govern¬ 
ment of India in his report for 1938, published to-day. 

The report states that by the end of 1938, 60 grading stations 
had been started for eggs, fruits, ghee, hides, flour, and tobacco 
by the Central Marketing Staff, with the help of the local staffs 
and 40 certificates of authorisation were issued to individual 
packers of AGMARK products under the Agricultural Produce 
(Grading and Marking) Act. Many of these stations are run 
by producers who reap a direct benefit besides an appreciation in 
prices. The standardisation of contract terms giving a better 
price for imjiroved quality, progressed considerably by trade 
conferences during the year, when terms for wheat, linseed and 
groundnuts were formulated. 

Regulating Middleman’s Charges. 

To regulate the market charges which at times amounted to 
a high proportion of the producers’ price, measures were taken 
in hand for legislation in the Punjab, United Provinces, Bihar, 
Bengal, North-West Frontier Province and Sind, Bombay is con¬ 
sidering the extension of Cotton Markets Act to cover all products, 
and Madras the extension of the existing Commercial Crops 
Markets Act, Marketing legislation has also progressed during 
the year in the States like Hyderabad. P»aroda, Travancore, 
Gwalior, Kashmir, Mysore, Patiala and Porbandar. 

In the standardisation of weights investigations rJiowed that, 
in .spite of wide variation.s, the cardinal weights tola, seer and 
maund were largely similar throughout the whole of India. 
Standardisation of these weights was the object of legislation in th^ 
Central Legislature* 
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A Market New Service giving day-to-day position of supplies 
and prices has been instituted to bring producers into close 
personal touch with the markets. The local marketing staffs have 
been able to secure over 100 reduced freight rales on 27 graded 
commodities, in seven Provinces. This is a direct way of reducing 
the cost of distribution. 

More Commodities Surveyed. 

Surveys relating to barley, gram, maize, rape seed, mustard 
seed and loria, mangoes, ghee and butter, wool and hair, sheep 
and goats, apples and other pome fruits, oranges and other citrus 
fruits, fish and cashewnuts, were continued. The local surveys 
for milk, cattle, coffee, rice, groundnuts, l)ananas, hides and skins, 
ro-operalive markeling, potatoes, coconuts and markets and fairs 
have been more or less completed. 

Apart from the regular surveys, s])ecial surveys for lac, sugar, 
coffee and jute are in progress. 

Realising the importance of the development work, certain 
provincial Governments increased their marketing staff by one or 
more officers, while others are contemplating similar action. Two 
more states—Gwalior and Bahawalpur—appointed full-time 
marketing officers who have started work after preliminary train¬ 
ing under the central staff. An officer of the Animal Husbandry 
Department was deputed by ihe Jodhpur State for training in 
marketing survey work. 

The report deals with the various conferences held during the 
year and gives the reports from Senior Marketing Officers and 
contains numerous appendices. 

B. G. B. 


An Essay on India’s Natural Income, 1925—29, by V. K. R. 

V. Rao (George Allen & Unwin). Pp. 172. Price 6 , 5 . 

^^Ppcarance of this liook is welcomed at this time, when 
the Provincial Congress Governments are faced with the pressing 
necessity of tapping every possible source of income. A perusal 
of this book convinces the reader that the poverty of India is 
extreme indeed. The first estimate was made by Dadabhai 
^aroji and the latest is that of the present author. According to 
Dr. Rao, per capita income is Rs. 77 * 9 . Assuming a family to 
contain 5 members, the income per family comes to Rs. 390 per 
year or a little over one rupee per day. 

ITie book will be found useful by students of statistics. 

L, C. Tandon. 
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. Studies and Reports on Statistical Methods. League of 
Nations, Geneva. 1938. 

No, i. Statistics of the Gainfully Occupied Population ,— 
This booklet does not give us the actual figures of the gainfully 
occupied population. It only concerns itself with the question of 
defining the terms gainfully employed and establishment. It 
suggests, further, the plan that should be followed in collecting 
statistics of employment. The committee responsible for this 
report hopes that the ‘‘council will decide to communicate the 
annexed programme to all the parties to the International Con¬ 
vention relating to Economic Statistics and to all other Govern¬ 
ments of States Members of the League of Nations and of non¬ 
member States and invite them to carry it out at their next census 
of population.” 

No, 2, Minimum List of Commodities for International 
Trade Statistics. —This publication gives the minimum list of com¬ 
modities for International Trade Statistics. The purpose of the list, 
giving also the classification of commodities by stages of produc¬ 
tion and use, is to permit of the trade statistics of one country being 
readily compared with those of others. 

No. 3. Timber Statistics, —^This report indicates the methods 
that should be adopted in order to collect statistics of timber pro¬ 
duction and consumption. As timber is an important basic com¬ 
modity that enters into international trade it is necessary 
that statistics relating to its production and consumption should 
be made available. 

No. 4. Statistics Relating to Capital Formation. —^This publi¬ 
cation takes up the very important and difficult question of capital 
formation. The problems that come up for investigation are so 
complicated that the authors have confined themselves in their 
report to the mere question of definition and appropriate procedure. 
One fundamental difficulty in this connection is due to the fact 
that the monetary terms saving, capital and investment are not 
concepts that correspond to statistical or physical units in terms 
of which they can be measured. In the first part the process of 
capial formation is described and illustrated by a diagram show¬ 
ing three cross-sections of capital formation. In the second part 
the terms saving and investment are defined and a method of 
measuring them is suggested. In defining these terras the con¬ 
sideration of practical utility is kept in mind. In the third part 
the conclusions are carefully stated. The opening paragraph in¬ 
dicates the nature of the conclusions: “ The above statements on 

the possibilities of measuring the various aspects of the problem 
of capital formation have shown the complexity of the task, which 

F. 15 
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is not concerned with financial statistics alone. Indeed, to cover 
the whole field, it would be necessary to prepare recommendations 
for the following branches of economic and financial statistics.” 

J. K. Mehta. 


Mathematical Analysis for Economists, by Mr. R. G. D. 
Allen, London School of Economics. Published by Messrs 
Macmillan and Co., Limited, London. Pp. 548+xv. Price 
315. 6d. 

The use of mathematical methods in treating economic 
problems is increasing. This is evident from various articles pub¬ 
lished in leading foreign journals. Many readers find it difficult 
to follow the discussions in these papers on account of the lack 
of the knowledge of mathematical methods. The book under 
review is primarily written for those teachers and students of 
Economics who feel the need of acquiring sufficient mathematical 
equipment to follow modern development in the theory of Eco¬ 
nomics. 


The book contains 20 chapters mostly dealing with functions 
both exponential and logarithmic, derivatives, differentials and 
differentiation, maximum and minimum values, etc. In various 
chapters economic problems of indifference curves for consumers 
goods, the elasticity of demand, monopoly from dynamic point 
of view, duopoly, compound interest, capital values, the principle 
of substitution, joint production, the relation between average 
and marginal costs, variation of demand for factors of production, 
etc., have been fully discussed with numerous diagrams and illus¬ 
trative examples..- Exercises have been given at the end of each 
chapter, many of these have been drawn from the economic field. 


We strongly recommend this book to all the teachers and 
students of Economics. 


D. S. D. 


Statistical Year-Book of the League of Nations for 1938-39. 
Available from Indian Branch Office of the Secretariat of the 
League of Nations, 8, Curzon Road, New Delhi. Pp. 330, 
Price 10 shillings or $2 50. 

^ The Year-book provides a large and very varied amount of 
statistical information on population, unemployment, production 
and consumption. Transport and Trade, Currency, Exchange rates, 
Prices and Public Finance of most of the countries of the ^orld, 
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The information available in this book is likely to be of great use 
to industrialists, businessmen, members of legislative bodies and 
students of Economics. 

The present edition is in some respects an improvement on 
previous editions. It provides, particularly, mortality rates accord¬ 
ing to age and rates of reproduction. This information throws 
some light on the trend of population in each country. 

The Year-book shows that the expenditure on armaments is 
increasing in most of the countries. In United Kingdom it 
amounts to nearly 44% of the total expenditure. But the Year¬ 
book does not give us any information about the strength of the 
army, navy and the air force of each country. We hope this use¬ 
ful information will also be included in the subsequent edition of 
the Year-book. 

—Data Shankar Dubey. 


The EcOxXomic Basis of Cl4SS Conflict and Other Essays in 

Political Economy, by Lionel Robbins. Macmillans. 1939, 
Pp. 277. Price 6/- 

This book is a collection of papers written during the last 
twelve years. Most of them deal with subjects which the 
general reader will find most interesting. The language used is 
simple and the exposition of economic theories is divested of its 
usual intricacies as far as possible. Judging from the contents 
of most of the chapters it appears that the book should prove 
most valuable to non-economists—the laymen and the politicians. 
For, the questions that are taken up here and illuminated by the 
light of careful reasoning are precisely those on which public 
opinion is hopelessly and perhaps dangerously misguided. But 
the utility of the book is not confined strictly to this class of 
readers only. There is much in the book, especially in chapters 
such as those on Economics of Restrictionism and Economics of 
Territorial Sovereignty that will be found instructive by many 
students of economics. Apart from this, however, there is little 
else in the book that will particularly interest a full-fledged 
economist. There is very little in it that will admit of two 
opinions among them. 

The logic of the book is so convincing and the treatment so 
systematic that the reviewer feels there is hardly anything that 
would admit of any significant comment or serious criticism. 
There is, however, a possibility of one’s differing from the author 
on the matter of emphasis. Thus, when he says, for instance, 
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that it is only in a few cases that the policy of restriction has 
definite advantages and lliat even then ihe counter-disadvantages 
are greater, one may agree with the qualitative rather than the 
quantitative aspect of the conclusion. (The present reviewer, 
however, agrees with both the aspects.) 

In some cases perhaps the treatment could have been cut 
down with advantage. Thus, in the chapter on The Inevitability 
of Monopoly, it appears that the discussion of what a commodity 
should mean is needless; it is unnecessary for an economist and 
puzzling to a layman. 

The book contains some fine passages which are so full of 
wisdom and beauty that no reviewer who wishes to do his duty 
well should altogether ignore them. The temptation to quote 
one passage from the chapter on the Economics of Import Boards 
is too great to be overcome. It is: 

JNow, whatever the merits of particular proposals, one 
thing is perleclly clear. The organisation of the world on 
national socialist or national liberal lines is inimical to inter¬ 
nationalism of all kinds. A world in which the movement of 
goods, of money and of people is restrained and impeded by 
national organization, a world in which the national states 
separately organize economic processes which are essentially 
national, is a world in which the achievement of the international 
ideal, whether on socialist or liberal lines, is more distant even 
than it is at present. It is mere self-deception to believe that 
such developments are an ‘inevitable stage’ in the right line of 
evolution, just as it is self-deception to urge that it is right 
to arm further in order to facilitate disarmament, to erect 
tariffs in order to promote free trade, and so on. These are 
not cases of reculer pour micuic Hauler, They are cases of 
recoiling to jump in the opposite direction. Nationalism and 
internationalism in the field of economic organization are inimical 
to each other. Whatever leads to the one, must inevitably lead 
away from the other.” 

It is when we come to passages like this that our speed 
slackens and we wish to read and re-read them to make sure that 
nothing that is of value escapes our mind. 


J. K. Mehta. 
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Review of World Trade, 1938. League of Nations, Geneva. 
1939. 

As usual this publication contains much useful and interest* 
ing material. We find, for instance, an analysis in this review 
of the contraction of world trade in 1938. There was a decline 
in value of 13% in gold of which about 8% was due to a fall 
in quantum. The changes in the conditions of trade appear to 
have been determined chielly by variations in the United States 
demand for goods, in particular raw materials. She imported 
35% less in value than in the prsvious year. This fall in 
demand would have threatened a world-wide depression but for 
the armament policies which contributed to sustain business 
activities and thus stimulate international trade. 

Sullicienl importance is given in this volume to the question 
of disintegration of world economy which has followed the 
formation of economic groups of countries. We find, for 
example, that Japan has increased her trade with countries of 
the yen bloc and Germany hers with the exchange control 
countries of South-Easlern Europe and Latin-America. The 
United Kingdom likewise has increased her trade with countircs 
of the sterling block. 

The reference tables, giving indices of the prices and quantum 
of uorld trade as also the tables of imports and exports of 
particular countries will be found to be of particular value. 

J. K. Mehta. 


The MiiNiiviiAi Wam: A^ lNT^:Il^ATIo^^L Si kvey. League of 

Nations, Geneva. 1939. Price 55. 

This volume prepared by the International Labour Office 
gives the development and present state of minimum wage 
legislation in the nine countries Australia, Belgium, Czecho¬ 
slovakia, France, Great Britain, Ireland, New Zeland, Peru and 
the United States. In some cases certain major problems 
encountered and the results achieved by the policy of wage legis¬ 
lation are also indicated. 

As economists in search of the root causes of the evils of 
the modern system we may not believe in minimum wage legis¬ 
lation, but so long as we are unable to strike the evils at the 
root we have to satisfy ourselves with such a superficial measure. 
Social reformers and practical economists of India shall find 
much useful information in this publication. 


J. K. Mehta. 
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Statistical Testing of Business-Cycle Theories. I. A 
Method and its Application to Investment Activity, 

by J, Tinbergen. League of Nations, Geneva. 1939. 

This publication is a sequel to Professor Von Haberler’s 
scholarly work “ Prosperity and Depression.” 

Whereas that work examined the various prevailing theories 
concerning the nature of Trade Cycles with a view to ascertaining 
the points of similarity and difference between them, this work 
explains the method which it is proposed to empW for the 
statistical testing of trade-cycle theories. Professor Tinbergen’s 
book is the first instalment of a series of publications the work in 
connection with which has already begun. 

Professor Tinbergen explains the multiple correlation 
analysis and applies it to fluctuations in total investment^ 
residential buildings and net investment in railway rolling stock. 

The book will be found very interesting by students of the 
Trade Cycle but it will lend itself to easy reading by only those 
who have acquired a certain degree of proficiency in mathematical 
statistics. 


J. K. Mehta. 


Commercial and Central Banks. League of Nations, 

Geneva. 1939. 

This huge publication covering 202 pages and containing 
hundreds of tables accompanied by brief notes of explanation is 
the second of the two volumes in the series Money and Banking, 
1938-39. It contains tables giving monthly or yearly national 
monetary and banking statistics, pertaining to 43 countries of the 
world. 

The statistics relating to India are interesting inasmuch as 
they enable us to study almost at one glance the conditions as 
they prevailed in 1938. Statistics relating to the Reserve Bank 
of India, in the Issue and the Banking departments, those relating 
to the Scheduled Banks, and notes on Indigenous Bankers, Agri¬ 
cultural Credit, establishment of an Industrial Credit Corporation, 
proposals for separating Ceylon Currency form the Indian 
Rupee and the Rate of Interest are, though brief, quite interesting. 

J. K. Mehta. 
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Prevention of International Double Taxation and Fiscal 
Evasion— Two Decades of Progress under the League 
of Nations, by Mitchell B. Carroll. League of Nations, 
Geneva. Price 1/6. 

This small book of 53 pages is full of information relating 
to problems of Double Taxation. It begins with the statement of 
the problem of double taxation and then takes up the League’s work 
on Double Taxation, the report of Economists, 1923, the report 
of Technical Experts, 1925, the report of Enlarged Committee 
of Technical Experts, 1927, the work of the General Meeting of 
Government Experts, 1928, and the work of Fiscal Committee 
since 1929, Then follows the conclusion. The book ends with 
two Annexes the second of which giving synoptical table of the 
general agreements conveys the ideas of the extent to which agree¬ 
ments have been made. I will take the liberty of quoting a 
passage from the Conclusion as it indicates the importance of 
the work that the League has been able to do. 

“The pioneer w^ork of the technicians at Geneva has been 
reflected in the practical accommodation of existing tax 
systems to these principles. Even during the depths 
of the world economic depression, in 1930 to 1935, 
over fifteen general double-taxation agreements were 
concluded which contain many of the suggestions 
formulated at Geneva. Altogether, about sixty such 
general arrangements have been made since the Peace 
Conference at Versailles, a large number of which are 
at present in force.” 

J. K. Mehta. 

Parliamentary Government in England— A Commentary, by 
Harold J. Laski. Published by George Allen and Unwin, 
Ltd., London. Pp. 435. Price 12s. 6d. net. 

“ Parliamentary Government in England ” is not a text-book 
on the English Constitution. It is a penetrating and a challeng¬ 
ing study of the working of the whole machinery of government 
in England and a discussion of the ultimate foundations on which 
all democratic government rests. It is the result of wide reading, 
long experience and constructive, purposeful thinking. 

The main thesis of this remarkable book is that parliamentary 
government has been successful in England for the last two-and-a- 
half centuries on account of the general agreement in the coun¬ 
try on what Lord Balfour had called “the foundations of 
society” and the consequent “mildews” of English party 
politics, to use Walter Bagehot’s phrase. The great historic 
parties bRve been as if they were merely “the two wings” of a 
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single party—with no “qualitative’’ but only “quantitative” 
differences between them, as Professor Laski puls it* This is, 
however, not true of the two, present-day, bigger parties. The 
Labour Parly has for its main object the substitution of the 
Socialist Economy in place of the capitalistic system and Professor 
Laski rightly points out that no one believes that this trans¬ 
formation can be brought about by means of parliamentary legis¬ 
lation through achieving Labour majority in the House of (-ommons 
as the Fabians had believed in the last quarter of the 19ili century. 
Professor Laski’s conclusion is:— “The ability to find a new 
basis for unity then becomes the condition for the survival of 
parliamentary government.” 

Recently various writers, particularly Mr. Ramsay Muir, Sir 
William Beveridge and Professor Keith, have made suggestions 
to remove the several defects noticed in the parliamentary 
machine as it exists in England—such as the helplessness of the 
private member in the House of Commons, the tremendous in¬ 
crease in the power of the bureaucracy, the disappearance of 
the moderate element from the Parliament. These proposals are 
carefully examined by Professor Laski but he is of opinion that 
changes such as the introduction of proportional representation 
and the consequent multiplication of parties, the appointment of 
men with special knowledge to cabinate posts, the creation of an 
Economic General Staff and the vesting of more powers in the 
Monarch particularly those of acting as “ the sfuardian of the 
constitution ” apart from their inherent defects will not solve 
the fundamental problem, which is economic. The central 
problem of the generation is Capitalist vs. Socialist Economy—that 
is the real basis of the conflict between the Labour Party and 
the parties of the Right. So long as this conflict continues the Right 
will use every device to prevent the Labour Party from achieving 
victory at the polls and in case Labour succeeds in securing a 
majority in the Commons the parties of the Right will use their 
position in the House of Lords and their influence with the 
Monarch to prevent the Labour Party from carrying out its 
programme. 

Professor Laski elaborates his argument with a wealth of 
illustration and with a masterly grasp over the detailed working 
of the vairous parts of the parliamentary machine. He makes 
valuable suggestions for improving the working of the machine 
but he insists that the solution of the economic problem is funda¬ 
mental. The book deserves to be read widely and deeply 
pondered over, not only in England but also in this country, 
because we cannot expect to postpone very long facing the same 
problem—choice between Capitalism and Socialism. 

OugMUKH Nihal Singb. 
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Some Influences that Made the British Administrative 

System in India, by M. Ruthnaswamy, Luzac & Company. 
1939. Pp. 660, Price Rs. 10. 

This book, as the author puts it, is the expanded and finished 
product of the lectures under the Sir William Meyer Endowment 
at the University of Madras in 1937.” It deals with the history 
of the administrative development in British India. While attempt- 
ing to describe the growth of various activities and departments 
of the Indian administration, the author, has chosen to classify 
them under four headings which he terms “ influences ” operating 
on the administrative system. These are Commerce, Army, Land 
Revenue and the Frontier. The last two chapters are devoted to 
tracing the effect of administration on the state and the social and 
political ideas. 

The main thesis is to show how far “ administration can shape 
the political life ” of the people of India. He says: “ The 

political gains and losses of India, the political virtues and 
defecs of the people, the strength as well as the weakness of their 
political armour may, most of them, be laid at the door of the 
administration.” Everyone will agree with this statement. 
During the last one hundred and fifty years, the very structure of 
Indian society has been affected, perhaps formed, by the British 
administrative system. But in whatever was done, the sole and 
the supreme consideration was the facility of adminisration, the 
advantage of the British Empire and the good of the services. 
Never did the good of the people or the progress of Indian society 
cross the mind of the British ruler. Everything grew up hap¬ 
hazardly, as the exigencies of the situation required. This objective 
method has been responsible for the destruction of the Indian 
system which was the product of a long evolution, and .for the 
superimposition of an alien polity out of harmony with the genius 
of the Indian people. It is difficult, therefore, to subscribe to the 
author’s encomium that ‘‘ the British administrative system in 
India is one of the noblest structures whose records illuminate 
the annals of the art of administration.” 

In the first chapter the author traces the development of 
administrative system from the commercial framework of the 
East India Company. Both in the method as well as the general 
character of the government, the commercial origin is traceable. 
He has illustrated it by reference to the original titles of many 
government officers, the system of writing minutes, the monopoly 
system in taxation, the system of Boards, and the council govern¬ 
ment. Not only the men, but the machine they had to work for 
the company was commercial in its origin.” This chapter is rich 
in references and surveys in all its ramifications the administration 
of the Company. The author has justly emphasised the value of 

Ft 16 
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‘ writing ’ and ‘ record ’ which was a special feature of the Indian 
government. It led to centralisation and delays. But its real 
importance lay in providing a check on the officers not directly 
within the ken of a remote supreme authority. He rightly observes 
that ‘"this necessity to justify their activities by writing acted 
as a salutary check upon the natural propensity to absolutism 
of uncontrolled power.” Further the “ quieta non roovere ” 
policy of the company in social matters and the disinclina* 
tion to promote the material progress of the people were 
governed by its commercial origins. In the end the author ap¬ 
preciates the effects of the company’s administration and says that 
“it tried a memorable experiment in the government of man.” 

The next chapter deals with the history and organisation of 
the army in India and the part which the army officers have played 
in the civil administration of the country. In his characteristic 
way, the author has traced, in all its details, the influence of the 
army on the government in India. Similarly the third chapter is 
devoted in the detailed examination of the land revenue system, 
the zamindari and ryotwari systems of land-settlement, and the 
machinery of district administration from the Collector down to 
the Patwari. The author has attempted to show the influence 
which this more important aspect of Indian administration had 
on the judicial, executive and other phases of the government. 
The Land Revenue System has had profound influence on the 
people of India. Perhaps it will not be wrong to say that the 
present social structure in the rural India is the product of the 
land revenue system; any attempt at the reconstruction of society 
must first be preceded by a thorough overhauling of the land 
system. 

Chapter four traces the history of the frontier policy and its 
influence on general administration. While chapter five is devoted 
to the study of the various departments and activities of adminis¬ 
tration like police, public works, political, finance, posts and 
telegraphs, medical, forest, archaeological, census, and the organ¬ 
isation of the secretariat. In the last chapter have been traced 
the relations with the Indian Stales and the Theory of Para- 
mountcy as well as the efforts of the government to remove such 
obstacles to freedom of the subject as slavery, begar, etc. Also the 
ameliorative activities like prevention of infanticide and sati, the 
growth of education, the civilising of the backward peoples, the 
freedom of the press, religious toleration have been discussed. 

The work is a lucid and thorough history of the administra¬ 
tive system in British India. The author has drawn copiously from 
original sources such as government despatches, official minutes 
and reports, access to which is always difficult. It is a very 
creditable attempt in the history of Indian administration, a 
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subject which has so far scarcely found favour with Indian 
scholars. We are indebted to Mr. Ruthnaswamy for this first 
detailed analysis of the intricacies of Indian administration. 

Bisheshwar Prasad* 


Indian Currency Problems in the Last Decade, by J. C. Sinha, 

Professor of Economics, Presidency College, Calcutta. Sir 

Kikabhai Premchand Readership I^tures, 1937. Published 

by the University of Delhi. 1938. Pp. 166. 

Professor J. C. Sinha, one of our ablest monetary economists, 
is to be congratulated on the production of this volume, which 
contains his Kikabhai Premchand lectures delivered some time 
ago at Delhi. Being a master of the statistical technique, he has 
brought to bear upon the problems of Indian currency a wealth 
of statistical detail in a manner hitherto largely unattempted by 
Indian economists. One may or may not agree with the conclu¬ 
sions of Professor Sinha,—and the present reviewer has already 
criticised some of his views stated in identical terms by him 
(Professor Sinha) elsewhere, in the Sankhya ^—but one cannot 
help feeling that he has made a valiant attempt for which the 
meed of praise must go to him. Indian currency questions, 
especially those connected with the ratio during the last decade 
or two, are apt to rouse heat and controversy, and it is often diffi¬ 
cult even for the pure scientist to escape the consequences of a 
priori assumptions and arguments. In dealing with complex 
economic issues like the exchange ratio, the standard, the inter¬ 
actions of monetary manipulation and real events, it must be said 
that a severe theoretical training is likely to give a more useful 
preparation for grappling with practical calculations than a hazy 
general knowledge. In the present case, 1 do not suggest that 
that is exactly the case, but I wish Professor Sinha had spent more 
time in clarifying the theoretical issues before utilising the 
statistical material. It is to be hoped he will bend his undoubted 
ability and energy to this side and produce an even worthier 
dissertation in the near future. 

It is impossible in a brief review to indicate the various 
aspects of the currency problem stated and discussed by the 
author. The central conclusion of the lectures may be stated in 
the words of the author: “ It appears from the above analysis 

that the exchange rate was not put at an unduly high level by 
the Hilton-Young Commission. Their mistake lay in the fact that 
they^ stabilised the exchange when the time was not quite ripe for 
stabilisation.” Stable equilibrium, according to the author, was 
established in the period 1927—^29, and a large portion of the 



264 


REVIEWS OF BOOKS 


book is devoted to the substantiation of this conclusion. For 
internal stability, equilibrium f)etween costs and prices is, I 
think, correctly taken as the criterion, though as Myrdal and some 
of the Swedish writers have proved, costs-prices equilibrium is 
conceivable even at the bottom of a depression. However, in the 
statistical application of this test, the extremely questionable 
procedure adopted by Sir Henry Strackosh of regarding cost-of- 
living indices as representative of cost-of-production trends. The 
comparison of the Calcutta wholesale index and the Bombay 
cost-of-living index, where the latter itself is largely influenced in 
a causative manner by the former, and where the disparity 
between the two is just sufficient to make the whole procedure 
attractive and respectable, misleads the author into wrong con¬ 
clusions. Other indices of internal stability are movements of 
prices inter se, and profit movements (measured rather illegitimate¬ 
ly by the index number of the prices of 3^ per cent Government 
paper). External equilibrium is examined in the light of gold 
movements, parity between short-term rates at home and abroad, 
and parity between domestic and foreign price levels of inter¬ 
national goods. As I have extensively dealt with these criteria 
and Professor Sinha’s applications in the Sankhya, I do not wish 
to repeat the observations here. The only point I wish to re¬ 
state is that it is rather doubtful whether we can regard 
the 1927—29 period as unaffected by the ratio manipulations in 
1925—^27 and whether the 1927—^29 period would have been more 
suitable for stabilisation. 

As regards future monetary policy, Professor Sinha is of the 
opinion that “ the only objective which currency authorities in 
India should have in view is exchange stability,”—a statement 
which is hardly likely to find favour with a majority of Indian 
and other economists. It is not of course necessary to throw the 
exchanges to the winds, but it is impossible to agree that internal 
stability of some kind cannot be attempted in a country like India 
which has an internal trade many times larger than its foreign 
trade. The author complains that there is no single price level 
which can be stabilised, but one wonders why he has given the go¬ 
by to his costs-prices stability, the criterion for internal equili¬ 
brium, and to the Calcutta index which was considered by him 
with approbation in this connection at the start. Apart from 
these central and undoubtedly controversial questions, there is 
much in this brilliant production of my friend. Professor Sinha, 
with which many will agree; and I hope, it will not be regarded 
that I am interested in fault-finding alone. As already stated 
the book is masterly production in several ways and, as the first 
scientific and statistical examination of these vexed questions, 
it is bound to evoke admiration. 


B. P. Adarkar. 



SHORT NOTICES AND COMMENTS BY THE 
MANAGING EDITOR 

The Board of Economic Inquiry, Punjab. Publication 
No. 61, by Roshan Lai Anand, M.A. 

The above publication gives an account of the Tanning 
Industry in the Punjab. We are told “ Next to weavii^, 
the tanning and leather working trades occupy the second 
place in importance in the industrial occupations of the 
peoples of the Punjab.” From this report we get a more or 
less full idea of the present condition of the industry. The 
inquiry would appear to have been conducted with diligence 
and is thoroughly informative. 

Publication No. 62, by Messrs Labh Singh, S. S., B.Sc. 
(Agri.), L.Ag., P.A.S., and Ajaib Singh, B.Sc. (Agri.), deals 
with family budgets of eleven cultivators in the Punjab for 
the year 1936-37. The present report is the fifth in the 
series which was first started in 1932-33. This series is 
complementary to the Farm Accounts series. In this series 
in the first year four tenant cultivators on the Risalewala 
Government Farm near Lyallpur were selected, and in the 
next year two more were added. In 1936-37, in addition 
to these families five others were included representing the 
Jullundur, Hoshiapur (two families), Amritsar, and Rohtak 
districts of the Punjab. 

The inquiry keeps up its high standard of accuracy and 
wealth of detail. 

In the July issue we had the occasion of referring in 
appreciative terms to the Hon’ble Dr. Kailash Nath Katju’s 
scheme of Local Self-Government in the rural areas of the 
United Provinces. We took the opportunity then of drawing 
the attention of Dr. Katju to the need, so well recognised and 
allowed for in the scheme of the Hon’ble Mr. Mishra, of 
utilising to the fullest possible extent the existing adminis¬ 
trative machinery before going in for anything new. We 
are glad to note that the United Provinces Government are 
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contemplating the amalgamation of the newly created cadre 
of the Rural Development Department with the existing 
cadres of the Agricultural and the Co-operative Departments 
in these Provinces. This way lies economy, true and 
genuine, without any loss of efficiency, maybe, with increased 
efficiency following in its wake. 

We may further submit for the very serious considera¬ 
tion of the Hon’ble the Minister of Development the desir¬ 
ability of concentrating development programme in one 
or at the most two districts of the United Provinces. If 
one district is developed in all its aspects successfully we 
shall have gained a great deal of useful and practical 
experience and this would facilitate the work in other 
districts. By taking up one or two items in villages all 
over the Provinces the chances are of all effort and money 
being wasted without producing any tangible result. If on 
the other hand the total budget grant under the development 
head is applied on the all-round development of a district 
the results are likely to be remarkable. That is our view. 
Whether it is worth considering is for the Hon’ble Minister 
to determine. 

The Association of the Depositors of the Co-operative 
Central Banks in Berar, Nagpur, have sent us all the relevant 
papers regarding the rehabilitation of Co-operative finance 
in Berar and have asked us to express our opinion on the 
same. After reading carefully the Government proposals 
and the criticisms of the same by the Association and its 
legal advisers we feel inclined to say that both the parties 
have not tried to approach the problem in a really far- 
seeing manner. 

Technically the Government would appear to be correct 
in disclaiming all legal and ethical responsibility to the 
creditors of the Central Banks. But while doing so they 
seem to forget the disastrous consequences that are likely to 
follow from this attitude on their part. Government through 
its officers of the Co-operative Department have always played 
the part of ma-bap in the co-operative movement, and thus 
have succeeded in generating a general idea that behind the 
movement there is Government and therefore the funds 
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deposited with the Co-operative Banks are iwirfectly safe. 
That Government never definitely undertook any such 
liability is true. But that the idea was there and is there 
is equsdly true. We are happy to note that the Central 
Provinces Government have, under the force of circum¬ 
stances, now definitely made this clear. We would have 
been still more happy if the Central Provinces Government 
had pushed this attitude to its logical, though bitter, end. 
To us it appears that the only logical attitude for them to 
adopt was to let the Banks and the societies go into 
liquidation and to let the various parties concerned suffer 
the consequences. But probably this they could not afford 
to do as ultimately this course would have meant ruination 
of the members of the Primary Societies in the rural areas. 
Hence the scheme devised by them. Looked at from the 
point of view of a disinterested person, the Government 
scheme is rather heavy on the depositors. We agree with 
the view taken about it by Mr. Subhedar that under the 
scheme the depositors alone are called upon to make a 
sacrifice to save the co-operative movement in Berar from 
going to utter rack and ruin. This to our mind is neither 
equitable nor calculated to advance the interests of the Co- 
jperative movement in Berar. 

Again the Government scheme fails to make any 
provision which shall continue to secure requisite financial 
support to the co-operative societies in the future. Some 
indication of what they piupose to do to secure funds for 
the Central Co-operative Bank so that they may continue to 
finance the Primary Societies, that is to say, they may 
continue to function, should also have been given. The 
scheme as it is in the nature of a makeshift just to get round 
a difficult corner at the expense of the depositors; and has 
been conceived to keep the agricultural masses into good 
humour at the expense of the depositors of the Central Banks. 
It will have put to great misery the depositors and 
strengthened amongst the masses the already flourishing idea 
that to meet one’s obligations is the height of folly and to 
make default is the greatest virtue. 

Although the Congress Government in the Central 
Provinces as other Congress Governments in other Provinces 
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are not likely to pay any the least heed to what we may say, 
yet we feel it our duty to observe that this particular idea, 
if not checked in good time, is likely to create serious 
trouble for the Congress Government themselves in the 
future* When the monied classes will have been ruined the 
turn of the Congressmen will come to provide food for the 
ever hungry masses. It must be exhilarating now to see the 
agriculturist masses feeding at the carrion of the sahukar 
and so forth, but the day is not far off when those who are 
enjoying with grim smiles the death pangs of some of their 
fellow countrymen will have themselves to share the same 
fate at the hands of their admiring friends of today. The 
history of past revolutions is replete with such facts. 

There is no doubt that the present depositors of the 
Central Banks in Berar are entitled to get back every pie of 
their deposits but the attitude they seem to have adopted 
though justified legally and ethically is not calculated to 
advance their own interests in the long run. With wholesale 
liquidation of the Co-operative Societies, Central and 
Primary, in Berar such a serious financial unsettlement is 
likely to take place that safe avenues of investment in the 
Province will have disappeared for many a year to come. The 
monied classes instead of being able to live on the income 
of their capital will have to live on the capital itself. The 
depositors should never allow themselves to forget this 
aspect of the case. In their own interest as also from the 
point of view of the province as a whole they should be 
ready to save the co-operative societies from utter annihilation 
and be prepared to make bearable and reasonable sacrifices. 

Our own view in the matter is that the Central 
Provinces Government should intervene to save the co¬ 
operative movement in Berar. They should make it 
absolutely clear to the members of the Primary Societies 
that they will have to pay every pie of whatever they owe to 
tlieir creditors. To enable the members of the Primary 
Societies to meet their obligations existing Primary Societies 
should be converted into multiple-purpose societies. Their 
existing debts should, after scaling them down with the full 
approval of the creditors, be consolidated into a basic debt 
to carry a reasonable rate pf interest, and repayable in 
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annual instalments covering both principal and interest 
within a period of twenty years at the outside. This along 
with the land revenue should be made the first charge on the 
produce of the members of the Primary Societies. Thus the 
Central Banks will be assured full return of the money 
invested by them in the Primary Societies. To enable the 
Primary Societies to fulfil their obligations intensive agri¬ 
cultural development should be undertaken by the Govern¬ 
ment to create a margin of profitableness in agriculture. To 
ensure that that margin is not frittered away co-operative 
marketing of agricultural produce and co-operative supply 
of the necessaries of agriculturists should also be under¬ 
taken simultaneously. Only by this bold and compre¬ 
hensive move on the part of the Central Provinces Govern¬ 
ment can the credit of the agricultural masses in the 
Province be saved from utter ruination, and not by any 
half-hearted measures of bullying the depositors into this 
or that sacrifice of their legitimate dues. 

Having thus assured the Central Banks of the safe 
return of their investments the Central Provinces Government 
should through the Provincial Bank advance to the Central 
Banks funds that would enable them to pay back their 
creditors their dues, and to carry on their operations in the 
future. While settling the claims of the present creditors 
of the Central Banks the Government may call upon them to 
make a voluntary sacrifice so that the burden on the Central 
financing organisations may be somewhat lightened. The 
extent of this sacrifice should be left to be determined by the 
sense of patriotism of the creditors themselves. In their 
own interest we are inclined to think they, the creditors, 
should be prepared to forgo fifteen to twenty per cent of 
their existing dues in principal plus interest. 

If the above line of policy is followed it will have some 
sacrifice made all round and will have created a chastened 
mood in all concerned. After this will be time enough for 
the Government to declare in absolutely certain terms that 
they undertake no responsibility for the debts of the co¬ 
operative societies, that the societies are business concerns 
and that those who deal with them should do so at their own 
risk. 
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THE POPULAl’ION TREND IN INDIA WITH 
REFERENCE TO FOOD AND NUTRITION 

BY 

Da. Renoy Kumar Saukak, Docteur en Geographic 
Honora Caisa (Tcharan). 

Uncertainties in Indian Demography, 

Population is essentially a quantitative science dealing 
as it does witli numbers. It should then be a very exact 
science. But curiously enough, no discipline is more 
speculative and therefore vague and inexact than that bear¬ 
ing on population. The reason is obvious. One of its most 
vital aspects is economic. It has to discuss the problems 
relating to the standard of living, industrial efficiency, social 
progress and such other larger issues. All these items are 
fundamentally questions that admit of diversity of inter¬ 
pretations in addition to discrepancies in data. These dif¬ 
ficulties are to be encountered even in regard to countries 
like the United Kingdom, Germany and the U.S.A., where 
statistical information of varied categories has long been 
available on a somewhat extensive scale. So far as India 
is concerned, such difficulties are enormous. In order to 
avoid misunderstanding, the speculative and tentative charac¬ 
ter of a great deal of demographic science is to be postulated 
at the very outset. 
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The trend of population growth in India is rendered 
difficult of investigation on account of two circumstances. 
In the first place, as admitted by the Public Health Com¬ 
missioner^ with the Government of India in his Report for 
1936 ‘‘ births escape registration more easily than deaths.” 
While exactness is not the virtue either of the birth or of 
the mortality statistics, the birth statistics are said to be 
more inexact than the mortality. In other words, there are 
greater underestimatf's in births than in deaths. In the 
second place, statistics relating to the fertility of women are 
defective. 

There is hardly any exaggeration in Kuczynski’s state¬ 
ment that, as matters stand, any prediction of the future 
population trend of non-Eur-American countries would be 
mere guess.^ India is certainly one such country. 

Modesty of an equal, if not greater, degree is to be 
claimed likewise for the statistics relating to the standard 
of living of the j)eople, z.e., concerning the indices of poverty 
or prosperity of the general masses of population. In the 
first place, data relating to food production are incom¬ 
plete,’’ as says the Public Health Commissioner again. 

Estimates of food production in India are unreliable and 
in most cases underestimates.’' Increases in production 
due to improved methods have not been taken into considera¬ 
tion in estimating the yield per acre.” Secondly, few 
accurate observations have so far been made of the existing 
standards of nutrition in different parts of the country and 
amongst different communities.” 

On account of the absence of adequacy and precision 
in regard as much to the demographic factor as to the eco¬ 
nomic the studies in Indian population questions are bound 
to be halting and somewhat indefinite in conclusions. 
Indeed, it is not permissible to judge whether the growth 
of population is outstripping available food resources.” 

amount and kind of data may be discouraging. 
But it is quite possilde on the ^strength of the facts and figures 

1 Annual Report of the Public Health Commissioner with 
the Government of India for 1936 (Delhi, 1938), pp. 4—6, 18. 

/ o" Population History and Statistics” in the Encyclopaedia 
of Social Sciences, Vol. XII (New York, 1934). 
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available to attempt discussions such as are likely to be help¬ 
ful in theory as well as policy. 

Population Growth in India by the World Standard. 

During the fifty years from 1881 to 1931 the popula¬ 
tion of India increased from 253,896,330 to 352,837,778.'* 
The total increase was 98,941,448. But the area for which 
the population was censused increased by 426,055 sq. miles 
during this period, and this accounted for an increase of 
10,301,035 in population. For the same area, then the 
actual increase was measured by 88,640,413. The half 
century’s rate of growth or natural increase, then, was as 
follows: 

Year Absolute 1 norm so In cron so for tlie same area 

J881 lot) 100 

1931 139 135 

At 1931 the increase in reference to 1881 was 35 or 39 per 
cent. The rates of increase were different in the different 
provinces. Without going into those interprovincial diver¬ 
sities we may place India in the following table which gives 
the percentage rates of increase for several countries of the 
world during the same period (1880-1930)^: 


Country 

Percenta[]:e of increase 

U. S. A. 

186-0 

Japan 

74*1 

Groat Britain 

541 

Italy 

46-8 

Switzerland 

43‘5 

Germany 

42-2 

India 

39*0 

Spain 

36 8 

France 

11*3 


^Census of India, 1931, Vol. I. India, Part I, Report (Delhi, 
1933), p. 5. 

^ Statistique Generate de la France : Annuaire Statistique 
(Paris, 1932), pp. 12*, 202-203^; Conipeudio Statistico Italinno 
(Rome, 1930), p. 11; Statistical Abstract for the United Kinp^dom 
(London, 1933), pp. 4-5. 
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In comparative growth statistics India does not exhibit 
any extraordinary phenomenon. The increase of popula¬ 
tion in India has been at a iowcr rale than in Germany^ 
Italy, Great Britain, Japan and other countries. 

In case we are to accept Moreland s view'^ in India at 
the Death of Ahbar (London 1920, p. 22) we shall have to 
say that India’s population about lliOO is to be estimated 
at 100 millions, llie total evolution up to 1931 yields the 
figure, 353 millions. In 341 yeart> the increase is 
3*5 times. 

It is interesting to observe that the growth of popula¬ 
tion in Italy has followed nearly the same trend as in India. 
From 1550, as indicated by Niceforo^’ at the World-Popula¬ 
tion Conference (Geneva), 1927, the population was estimat¬ 
ed at 11 millions. In 1925 it was nearly 39 millions. The 
index rose from 100 to 352 in 375 years (cf. India’s 100 to 
353 in 341 years). 

We shall now take England and Wales. From 
8,893,000 in 1801 the British population rose to 41,031,000 
in 1937 (estimate). This is an increment of more than 
4*6 times in 136 years. Even if the Indian population 
rises up to 400 millions" in 1941 the increment would be 
only by 4 limes in 341 years from 1590. 

The Indian growth may be placed in the British per¬ 
spective as follows (in OOO’s): 


Year 

1600 

1801 

1881 

1031 

1941 

(esLinuitej 

Growth 

since 

1600 

Indian . 

. lOi 1,000 


253,890 

350,838 

400,000 

4 times 

British . 

. 5,0i0 

8,893 

25,974 

39,948 

41,030 

More than 


(1937) 8 times. 

*’ The calculation lias hardly any scientific value. But in the 
ahsiiuce of other data it may j^c prcsciiteil here for what it is 
worth, specially since it yields a fine round figure. 

^^“Development of Population in Italy” in Proceedings of 
the World-Population Conference, 1927 (London, 1927), p. 66. 

^ K. C. K. E. Raja: "'A Forecast of Population in India at 
the Census of 1941,” {Indian Journal of Medical Research, Cal¬ 
cutta, April, 1937.) 
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The total Indian growth is 4 times by the side of more 
than 8 times in the British population trend.^ The period 
covered is some 340 years for each region. 

In the paper* on La Population de terre et des conti¬ 
nents presented to the International Congress on Population 
at Paris, 1937 Halbwachs observes that from 1650 to 1929 
the population of the world has more than quadrupled in 
less than three centuries but that the population of Europe has 
almost quintupled during the same period. India’s growth 
rale would thus appear to be lower not only than that of 
Eui'ope but even than lhal of the world in general. 

Altogether, there is no ground for believing that the 
actual growth of population or the rate of natural increase 
exhibits any menacing features in India. 

The rale of growth or natural increase (i.e., birth 
mhius death) may be examined somewhat intensively. In 
regard to India the dynamics of growth rate during the six 
decades from 1872 to 1931 can be shown in the following 
manner^ “: 


Decade 

Per 1000 per year 

J872--1881 

1*5 

1881-1891 

9G 

1891—1901 

1*4 

1901-1911 

0*4 

1911-1921 

1-2 

1921-1931 

10*6 


Tlie fluctuations in the Indian growth rate down to 1931 
were violent and abrupt. It is difficult to think of a uniform 

^Statistical Abstract of the United Kingdom (London, 1939), 
p. XV; A. M, Car-Saunders: Population (Oxford, 1926). W. Cun- 
ningliam : Growth of English Industry and Commerce in Modern 
Times, Part 11. (Cambridge, 1912), p. 935. 

^H^.ongres hi ter national de la Population^ Paris, 1937, Vol. VII 
(1938), p. 8. 

Census of India, 1931, Vol, I. India, Part 1. Report, 
pp. 29—52. 

See also L. S. Vidyanalhan, “ Acturial Report on the Age 
Returns” Table XXIII in the same volume, p. 143. 
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trend or law of population growth for India as for many 
other countries. All the same, in a calculation made in 
1931 for the paper presented at the International Congress 
of Population, Rome, it has been shown by the present 
author that with the growth-rate for India at 6 0 as well as 
the U.S.A. at 8*4, Italy at 11 * 2 , Holland at 12*8, Poland at 
14*8, Japan at 15*2, Chile at 16*2, and Russia at 21*0 some 
500 millions of the peoples outside of India are going to 
double themselves in much shorter periods than some 250 
millions of British India.^’ 

The censused population of Soviet Russia in December 
1926 was 147 millions. In January 1939 it increased by 
over 23 millions to 170 millions.^“ It rose 15*9 per cent 
in twelve years. During the same period the population of 
Europe minus Russia increased by 37 millions, i.c., by 8*7 
per cent. The annual rates of natural increase (in percent¬ 
ages) for Soviet Russia and several other countries are as 
follows: 

Russia, 1*23; U.S.A., 0*67; Germany, 0*62; Great 
Britain, 0*36; France, 0*08. 

By 1941 the population of India is likely to reach the 
400 million level. That would imply a rate of increase of 
about 13*4 per cent compared to 1931. The demographic 
conditions in India would thus be somewhat similar to those 
in Russia, India marching at a much slower pace and in any 
case behind the latter. 

Fallacy about Indian Growth Rate. 

As a rule demographists and statisticians working on 
Indian data have been struck by the 10*6 per cent of 1921- 
31. They have not attached adequate importance to the 
solid sumtotal of increment during the half-century 1881- 

^ ^ B, K. Sarkar: “ Comparative Birth, Death and Growth 
Rates ” in the Journal of the Indian Medical Association, Calcutta, 
May, ]9eS2. 

Voznessensky, Vice-Chairman of the Council of People’s 
Commissars, writing on '‘The 1939 Census of the USSR.” 
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1931. This is 39 or rather 35 per cent only. The trend 
of population growth has therefore been modest. This is 
the most fundamental plank of Indian demography. From 
this standpoint there is not much force in the following 
statement made in the article published in the Indian 
Journal of Medical Research for July 1935 (p. 208): 

Compared witli n::.:iy other countries India has exhibited 
a high rate of increase.”^The article takes no cognizance 
of the trend as statistically known since 1881 while establish¬ 
ing this proposition. It points out, further, that the Soviet 
Republic’s corresponding rate is 38*6 per cent (beside 
India’s 10*6). To this the only observation offered is as 
follows: The Soviet Republic is an exception.” It is 

questionable, however, if the demographic situation in 
Russia may be dismissed in such a simple manner. The 
population ol Russia, vast as it is (146 millions in 1926), 
cannot by any means be held to be negligible as an absolute 
factor in world-demography. The extraordinarily high 
rate of increase that Russia exhibils is a powerful element 
in the population pressure on the world. No scientific study 
of the world’s population problems can afford to ignore the 
Russian growth-rate, unless it be obsessed by certain fixed 
ideas in regard to the Indian or some other demographic 
situation. 

The rates of growth or natural increment vary from 
decade to decade and quinquennium to quinquennium. It 
is not safe, therefore, to proceed to calculate the probable 
trends on the strength of a rate prevalent at any particular 
point of time. The calculations offered by me in 1931 are 
bound to be substantially different from those that may be 
made on the basis of the rates available in 1935 or 1939. 
The positive basis for study is a somewhat long period, in 
case the relevant figures are available. This is what has 
been done in the present paper by taking the long-range 
view of Indian demography since 1881. Such a view can¬ 
not be entitled to formulate, as we have seen, a high rate 
of increase ” for India. 


C. K, E. Raja: ‘‘Probable Trend of Population Growth 

in India.” 
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High, medium and low are relative or comparative 
terms. For the purposes of comparison the article in the 
Indian Journal of Medical Research (July 1935) has cited 
the rates from some of those countries whose growth is known 
to be rather low. But there are many regions in the world 
today exhibiting quite high rates, e.g., Argentina, Mexico, 
Chile, Poland, Holland, Bulgaria, Portugal, Lithuania, 
Rumania, Greece, Hungary and so forth.In the perspect¬ 
ive of these countries the Indian rate should not appear to 
be high.” In any case India would be found to be in 
quite a good company. 

The high growth-rates in iiilernatiomd demography may 
be seen in any number of the Statistical Year-Book of the 
League of Nations (say, the one for 1936-37, p. 41). At 
the same time the question of Soviet Russia being an 
exception ” would likewise be solved in the nagative. 

Two points will have to be noticed by every student of 
comparative demography. First, the trends require to be 
indicated with as many decades or generations as possible 
in the past evolution. Secondly, in regard to the demo¬ 
graphic regions or zones the selection ought to be as exhaustive 
and comprehensive as possible in regard to climate, race, 
socio-economic conditions. The fallacies of demographists 
and statisticians about India have in the main arisen from the 
fact that they have as a rule ignored or not paid adequate 
attention to the implications of these two items of compara¬ 
tive methodology. 

The Fall in the Birth-Rate: an Indian Phenomenon. 

A noteworthy item of Indian demography is the slow 
but continuous fall in the birth-rate. To this fact the atten¬ 
tion of the International Congress of Population held at Rome 
in 1931 was drawn by the present author’s paper. Tliis was 
the subject also of his paper at the All-India Medical Con- 

K. Sarkar: “/ Quozienti di Nutalild di Mortalila e di 
Aumento Naturale net I ’ India attuale net Quadro della Demograjia 
Comparatn ’’ (Proceedings of the In'lernah*onal Congress for the 
Study of Po])uration Problems. Rome. 1031. See specially 
Chart 9). 
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ference held at Calcutta in 1932/® It was pointed out that 
the decline in the birth-rate was a world-phenomenon and 
that India’s participation in it was a statistical reality. 

It is curious, however, that Indian demographists and 
statisticians either ignore this reality or do not care to attach 
any importance to it in their discussions. An instance may 
be cited. The birth-rate for British India is given by J. H. 
Russell and K. C. K. E. Raja in the paper on The Popula¬ 
tion Problem in India ” published in the Indian Journal of 
Medical Research (Calcutta, October 1935, p. 558) as 
follows: 


Period 

Rate 

1901-1910 

38 

1911—1920 

37 

1921-1930 

35 

1931 

35 

1932 

34 

1933 

34 


Evidently the birth-rate has declined. But the authors 
maintain that it ‘‘ has been more or less stationary.” 

In the subsequent paper, A Forecast of Population in 
India at the Census of 1941,” for the same journal (April, 
1937, p. 1185) one of these authors has quoted the same 
figures and observes, again, that the birth-rate has been 
more or less steady from the beginning of the century.” 

One wonders as to why statisticians should persistently 
try to ignore the reality. The decline in birth-rate is a 
solid fact of demographic India, however modest it be. 

The fall from 38 to 35 (34) implies a decline of 7*8—15 
per cent. It is not negligible and although not considerable 
it is certainly palpable. In any case it should not system¬ 
atically escape the attention of the statisticians of the Public 

’"’’See the previous foot-note as well as his “Comparative 
Birth-, Death- and Growth-Rates” (Journal of the Indian Medical 
Association, Calcutta, May, 1932), “The Trend of Indian Birth- 
Rates ” (Indian Journal of Economics, Allahabad, April and July, 
1934) and “Open Questions and Reconstructions in the Sociology 
of Population” (First Indian Population Conference, Lucknow, 
February, 1936). 

P. 2 
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Health Commission with the Government of India and of the 
All-India Institute of Hygiene and Public Health, Calcutta. 
It appears that these and other authors are anxious to prove 
the thesis of over-population in India and propagate the cult 
of birth control. They are therefore naturally disinclined 
to mention or attach value to the statistically recorded 
decline in the birth-rate. It is regrettable that the Annual 
Report of the Public Health Commissioner for 1935 (p. 5) 
has reproduced such views without comment. 

We should question also the accuracy of Carr- 
Saunders’ statement to the effect that in India there is no 
sign whatever of a decline in the rate during recent years as 
in Japan.”’It is to be pointed out that in regard to India 
this demographist is likewise an exponent of over-popula¬ 
tion and birth control ideas. His judgment is thus worded: 

India, or in any case large areas of it is overpopulated.” 
And, then, again, family limitation is the only way of 
escape.” His indifference to statistical reality may there¬ 
fore be due to the impact of his conclusions on the objective 
sense. 

It is of course patent that the rate of decline from 38 to 
35 (34) is very low. But it is interesting to observe that 
Carr-Saunders attaches importance to a much lower rate of 
decline in another context. For instance, in order to estab¬ 
lish his thesis that India is over-populated he asserts that the 
percentage of the population engaged in industry has de¬ 
clined from 10.7 per cent in 1921 to 9*8 per cent in 1931 
(p. 274). In case the one low rate of decline is important 
enough for notice the other low rate ought to be noticed too 
in scientific analysis. 

In a subsequent section it will be shown that Carr- 
Saunders is wrong in his statement about the alleged decline 
in the proportion of industrial population. The decline is 
‘‘ apparent rather than real,” as explained by the Census 
authorities of 1931 on account of the mere transfer of the 
gianfully employed persons from one group to another. 
See the India volume of the Census Report^ Part I (1933), 

p. 281. 


World Population (Oxford, 1936), pp. 270, 275, 277. 
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The Problem of Net Reproduction Rates in India. 

Studies in Indian demography conducted up till now 
have been based on the crude rates of birth, death and 
growth as furnished by the Census Department. The popu¬ 
lation trends calculated on this basis have been found to be 
meaningless for all countries by L. 1. Dublin and A, J. Lotka 
in their paper On the True Rale of Natural Increase ” in 
the Journal of the American Statistcal Association (Sept. 
1925) and Kuczynski in his Balance of Births and Deaths 
(Washington), Vol. I. (1928), Vol. II (1931), as well as 
Measurement of Population Growth (London 1935). The 
problem of age composition has brought in the questions of 
‘‘specific” fertility rates and “specific” mortality rates (i.e,, 
birth- and death-rates of women in the reproductive age). 

According to Kuczynski^^ the ordinary Census birth¬ 
rate (yearly births per 1000 inhabitants) has no reference 
to the age composition of the people. It might be useful 
only if the age composition of the population and in parti¬ 
cular the proportion of women at child-bearing age does 
not change. The correct birth-rate can be computed by 
showing the “ average number of girls born to woman who 
lives through child-bearing age.” This age is between 15 
and 45 in Kuczynski’s calculations. But the League of 
Nations in the Annuaire Statistique for 1937-38 (p. 56) has 
taken the period from 15 to 50 for the reproductive age. 

Now the “ gross reproduction rate ” would be the 
number of female children {i.e., future mothers) likely to 
be born by 1000 women of the reproductive age. But 
many women die between the ages of 15 and 45 (or 50). 
Hence the gross reproduction rates have to be “ corrected 
with the aid of life-tables in order to arrive at “ net repro¬ 
duction rates.” The net rates are necessarily below the 
gross rates, the difference depending on the mortality of 
women in the various age-groups. A “ net reproduction 
rate ” of 1000 (i.e., 1000 girls born to 1000 women living 
between 15 and 45 or 50) is just sufficient to maintain the 
population figure in the long run. 


Population Movement (London, 1938), p. 41. 
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Many of the countries are in a position to furnish such 
figures. But it is not possible for India to do so. Hence 
the corresponding trend cannot be exhibited from the 
Indian side in order to explain India’s position in interna¬ 
tional demography. Be it observed, however, that countries 
like Japan, South Africa, Portugal, Canada, Italy, Bulgaria, 
Poland, Hollemd, Finland, and Hungary are above 1000 
ranging from 1,571 to 1,008. The following countries are 
below the 1000 level, namely, U.S.A. (0,961), Australia, 
New Zealand, Denmark, France (0,866), Latvia, Norway, 
Great Britain (0,760), Germany (0,757), Sweden and 
Esthonia (0,728). The countries of the second group are 
tending to get depopulated. As for the first group, the 
countries may be said to be just maintaining themselves in 
demographic strength. There is no special case for over¬ 
population. To which group India belongs it is not possible 
as yet to assert. 

The Role of Woman in Indian Population. 

The paper on the “ Probable Trend of Population 
Growth in India” published in the Indian Journdl of Medi¬ 
cal Research (July 1935, p. 209) says that “ as regards the 
age distribution, the 1931 census population is perhaps 
more favourable for growth of population than during the 
three previous censuses.” But this conclusion is hardly 
warranted by the figures quoted in the paper (Table IV), 
at any rate in the form in which it is presented. The paper 
gives in that Table seven age periods 15-19 to 45-49 for each 
of the four censuses since 1901. The proportion of women 
at each age-group per 10,000 females shows that (1) in the 
three age-groups 25-29, 30-31, and 40-44 the proportions 
have been invariably declining from census to census and 
(2) that it is in the remaining four age-groups, 15-19, 20-24, 
35-39, 45-49 that the proportions have been rising. Tlie 
statement made in the paper is then somewhat fallacious and 
requires to be modified. 

Another statement in the same paper runs to the fol¬ 
lowing effect: ‘ Table V. also indicates, in a general way, 

that the numbers of women at the successive periods of the 
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productive age are more favourable to growth in 1931 than 
at previous census periods.” This statement likewise re¬ 
quires revision and some modification in deference to the 
actual figures given in the Table. 

It is the proportion of married women at different age 
periods per thousand women at the same ages that is fur¬ 
nished in Table V. There we find that the figures have been 
going down since 1901 in the case of the two age-groups, 
35-40 and 45-50. In regard to the five other age-groups 


the rise in the proportion is 

indicated below 

: 

Ages 

1931 

1921 

1901 

i:-20 

818 

771 

777 

20-25 

886 

877 

870 

25-30 

869 

863 

859 

30-35 

824 

797 

793 

40-45 

627 

599 

584 


An analysis will indicate that during the twenty years from 
1901 to 1921 the rise was rather low. There was an actual 
fall in the age-group 15-20. Then in the age-group 20-25 
the rise was to be measured by only 1. As for the period 
from 1921 to 1931 the mentionable rise is to be found in 
the age-group 15-20 (namely, 47 from 771 to 818). The 
rise in the age-group 20-25 is only 9, that in 20-30 only 6. 
The rise in 30-35 and 40-45 is somewhat higher, being 27 
and 28 respectively. 

It is admitted in the paper (p. 210) that “ fertility 
rales at the earlier age periods are definitely higher than 
those at later periods.” We are, therefore, to understand 
that the favourableness towards growth ” will depend 
mainly on the actual rise in the proportion of married wo¬ 
men in the three age-groups, 15-20, 20-25 and 25-30. The 
rates of rise in these groups do not, however, appear to be 
substantial, as we have seen above. The conclusion, there¬ 
fore, should be that the trend of growth or natural incre¬ 
ment of the population is likely to be modest. One will, of 
course, have to concede that “ the 1931 census population 
is more favourably constituted towards growth than those 
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of the previous census.” But it will have to be added that 
this favourableness ” is not of an extraordinary 
dimension. 

On the strength of the figures presented in the two 
Tables the paper ought therefore to agree with the statement 
in Enid Charles’s Twilight of Parenthood to the effect that 
the population of India is probaldy slowly increasing ” 
instead of considering it to be a serious underestimate of 
the trend of events ” (p. 217). The rate ” of growth has 
undoubtedly been low ” in the past and the 1931 census, 
as indicated above, does not lead one to believe that the 
rale will be high. The evolution, especially in its long 
range, is therefore that of a slow increase.” 

Altogether, one may accept the following statement of 
Carr-Saunders in World Population (Oxford 1936, p. 275) 
williout binding oneself to his other observations: ‘"The 
prospect is therefore that growth of population will be slow 
and fluctuating.” And here it is worth while to invite at¬ 
tention once more to the fact that the British growth from 
1600 to 1937 represents an increment of more than 8 times 
while even at the 400 million niveau in 1941 the Indian 
growth for the same period would represent only an incre¬ 
ment of 4 times. 

The Effective Persons in the Indian Population. 

The question of scientific measurement of the balance 
of births and deaths remaining unsettled for the lime being, 
let us analyse or appraise the man-power of India as it is. 

In India the expectation of life at birth (0 age) has 


improved in the following 

manner: 


Y<-ar 

Male 

Female 

1911 

22*o9 

23*31 

1931 

26*96 

26*56 


In spite of this improvement the position of India is the low¬ 
est among the statistically recorded countries. From the 
Annuaire Statistique for 1937-38 (Geneva, pp. 48-50) the 
expectation of life for males at 0 is found to be 65, the 
highest, in the case of New Zealand and 26*91 in the case of 
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India* In the interest of a scientific computation of the 
numerical strength of the country in the international per¬ 
spective or by the world-standard it would not be justifiable 
to treat two regions A and B as identical simply because 
each happens to have, say, 100 persons according to the 
census calculations. The region with the higher expecta¬ 
tion of life has more "" effective ” persons than the region 
with the lower; although the number of nominal ” persons 
is the same in both, 'fhc region A with E. L. (50) has 
double the number of effective ” persons as the region B 
with E. L. (25) in spite of the ""nominal” persons being 
equal in numbe^r. In other words, the region B with E. L. 
(25) does not have 100 "" effective ” persons of the A stand¬ 
ard, It has really 50 persons corresponding to 100 of A. 
It should be easy on this basis to ascertain India’s position 
in ""effective” persons in comparison with any country of 
the world. It is nothing but a problem of weighting in 
statislics. 

Suppose in 1941 India has 400,000,000 "" nominal ” 
persons and suppose the E. L. for males at 0 is 27. Then 
in comparison with Russia whose E. L. is 41*93 or 42, 
India has really |$ or 1^4 of 400 million, nearly 257 
million "" effective ” persons of the Russian standard. In this 
calculation we are assuming the other circumstances, e.g,, 
capital per head, tools and implements, general culture, etc., 
as remaining the same. Since the Japanese E. L. is 44*82 
(or 45) India’s effective population by the Japanese standard 
is 240 millions. In Italy the E. L. is 53*76 (54). By the 
Italian standard India’s effectives are 200 millions. The 
E. L. is 59*86 in Germany and 60*13 in Great Britain, say, 
60 in both regions. Then by the Anglo-German standard 
of effective persons India possesses only 180 millions. 

These comparisons and equations are not to be taken 
at their face-value. But we are in a position to visualize 
that even without bringing in the question of India’s back¬ 
wardness in technocracy, capital power, cultural equipment, 
etc. India’s man-power is fundamentally very low, if we 
bear just one factor, namely, the expectation of life, in mind. 
The nominal numbers as furnished by the Census Depart¬ 
ment should not mislead one into statements about excessive 
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population growth, not to speak of over-population in 
India. 

As long as the expectation of life in India continues 
to be as low as it is now, neither economically nor socialogi- 
cally can it be expedient for the theorist or the statesman to 
go in for a reduced population.There is no magic in the 
mere restriction of nuiril)ers. The curtailment of births or 
rather of natural increments cannot by itself serve to raise 
the expectation of life, productive capacity, or standard of 
living and efficiency. 

The Logistic and Other Laws of Population. 

Is is necessary to observt‘ at this stage that the biologi¬ 
cal or historical laws enunciated in recent years about the 
demographic developmerils of the world arc not frightening. 

There is the "" logistic curve ” which was established 
by Verhulst, the Belgian mathematician, in 1838, and re¬ 
discovered by the American biologist, Pearl, in 1920. In 
his Biology of Population Growth (London 1926, p. 22) 
Pearl describes this law in the most elaborate manner. Ac¬ 
cording to this law every cycle or phase of culture is marked 
by the growth of population along the same lines. At first 
the increase is rather slow. Then it becomes rapid for a 
certain period. Later it becomes slow again. And finally 
it becomes stationary. 

In 1927 Jainisch published his Das Exponentialgesetz 
als Grundlage einer vergleichenden Biologie (Berlin) in 
which the logistic curve was demonstrated in biological 
phenomena independently and without knowledge of Pearl’s 
work. 

In PearPs judgment every attempt to calculate the 
future trends of population on the hypothesis of a growlh- 
late prevalent during a certain period is fallacious. Ac¬ 
cording to the logistic curve the growth-rate is bound to he 
different in different periods in each cycle or phase. The 
damping factors must be recognized. No rate can be 
postulated to continue indefinitely to manifest itself un¬ 
diminished. 

R. Pearl, The Biology of Population Growth (London, 
1926), p. 75. 
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It is worth while to add that the growth of Indian 
population has been found to conform to the logistic law/^ 

The law of population growth as objectively manifest 
in history is not one calculated to inspire pessimism accord¬ 
ing to Carr-Saunders. In the Population Problem (London, 
1922) and Population (1925) he establishes the proposi¬ 
tion that the increase of population has been stationary 
during “ long ” periods, although it has been continuous 
and rapid in historic times. The night-mare of over-popu¬ 
lation need not then scare the student of science. 

In the paper on population published in the Rassegna 
Italiano (Rome, 1930) Gini speaks of the parabola of demo¬ 
graphic evolution. According to this law every racial 
group gets its biological or vital force exhausted at a certain 
phase of its history. The exhaustion implies senescence, 
decay and perhaps annihilation until or unless counteracted 
by mixture with new blood. This law likewise might 
counsel the demographist to practise indifference to the 
scare of over-population. 

For all practical purposes the ideas of Carr-Saunders 
and Gini may be regarded, although on independent founda¬ 
tions, as but applications or deductions of Pearl’s biological 
law of the logistic curve, or rather belonging to the same 
complex. The tendency among biologists and semi-biolo- 
gical demographists is to accept the position that there is a 
maximum height to which a demographic group can rise. 
An excessively, indefinitely and eternally increasing popu¬ 
lation may be taken to be out of the question, no matter what 
be the race, region or cycle. 

A fourth tendency may also be noted. In a paper 
Sur Vexistence unmouvement cyclique de longne duree 
dans la population (On the existence of a cyclic movement 
of long duration in population) presented at the Inter¬ 
national Congress of Population, Paris (1937), Gaston 
Bouthoul has suggested the possibility of demographic cycles 


S. Swaroop and R. B. Lai: “ Logistic Law of Growth and 
Structure of Indian Population ” in Population (London, 
August, 1938). 

• • P. 3 
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corresponding to the economic cycles.^^ There are the 
epochs of ‘‘ depression ” followed and preceded by those of 
“ boom,” so to say, in the history of population growth. It 
is possible to illustrate this secular rhythm in France from 
the thirteenth to the twentieth century. In case the 
fluctuations be accepted as realities every period of active 
population growth may be expected to bring as its reaction 
a period of passive and slow growth. 

Altogether, the economist and sociologist find them¬ 
selves today in an atmosphere in which the over-simple law 
to the effect that population tends to increase indefinitely 
and incessantly cannot be taken seriously. Every race, 
phase or cycle is said to have a limit which its population 
is not likely to exceed. Besides, ihe limit,—the stationary 
state, the stabilization,—does not depend exclusively, as 
Yule maintains in The Growth of Population ” (Journal 
of the Royal Statistical Society^ London, January 1925), on 
the limit of the means of subsistence.^^ 

This is an aspect of demographic theory to which 
attention deserves to be seriously drawn when India is head¬ 
ing towards the 400 million level by 1941. 

No theorist or statesman can however be said to be 
discharging his duty as a rational being or a moral person 
if he feels thoroughly insured against the danger of over¬ 
population, lower standard of life and elliciency, increasing 
poverty or socio-economic misery, etc., on account of these 
alleged laws of maximum increase in population or ultimate 
emergence of the stationary population. In every region 
and in every period human beings are called upon to combat 
the existing and potential sources of poverty and wretched¬ 
ness adapted or relative to their circumstances. In other 
words, the adoption of measures calculated to increase the 
wealth and welfare of the people thereby counteracting the 
inroads of eventual over-population must be regarded as the 


Conp^rh International de la Population^ Paris, 1937, Vol. I 
(Paris. ]938), pp. 64 —69. 

J. Delevsky : “ I^s tendances demograpbiques actuelles ” 
in Conp:res International de la Population, Paris, 1937, Vol. I 
(Paris, 1938), pp. 74-75. 
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eternal pre-occupation of man which he can hardly ever 
afiford to neglect in a mood of cocksureness at any moment 
of his existence. 

The Food-Economy of India. 

In connection with the population question we have to 
deal with the problems of food, nutrition and economic 
efficiency. The deliberations of the Crop-Planning Con¬ 
ference held at Simla in June 1934 should appear to be 
very valuable. The report tells us that in regard to the 
rice and wheat resources of India there is no need for any 
scare. 

The problems of rice and wheat were studied province 
by province both in regard to indigenous output as well as 
exports and imports. The object of investigation was to 
ascertain if there was any over-production. The conference 
came to the conclusion that neither as regards rice nor as 
regards wheat was it desirable for any provincial govern¬ 
ment either to offer any stimulus to an increase in the 
present acreages or to recommend restriction. Food 
shortage, then, was considered to be out of the question. 

The crops situation should corroborate the findings of 
the Census of India I931y Vol. I, India, Part 1, Report 
(Delhi, 1933, p. 30) to the effect that ‘‘ the danger of a short¬ 
age of food supply is not the most serious aspect of the 
question,” and that the point has not yet been reached 
at which the ability of the country to feed its occupants is 
seriously taxed.” 

As for the Indian standard of living attention may 
be drawn, first, to the diversities of standard in other coun¬ 
tries by way of general orientation. Let us look to the 
meat-ratio of European dietaries as revealed by the 
International Labour Review (Geneva, December 1933, p. 
873—875). Those statistics are well calculated to convince 
us that we cannot afford to speak of a general European, 
or even Teutonic, or Slavic standard. Nay, a general work¬ 
ing-class standard also is unthinkable even for a single 
country. The meat-index cannot be taken as a correlate 
of climate or national wealth or efficiency. 
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The so-called rice-standard of China, Japan and India 
deserves intensive analysis. Indian experts will find rea¬ 
sons to agree with the Japanese scholar Isoshi Asahi who 
maintains in The Secret of Japcai’s Trade Expansion (Tokyo, 
1934) that dietetically the rice-standard is not necessarily 
inferior to the beef-standard. Besides, if we examine the 
folk-dietaries as prevalent in Bengal and other rice-standard 
countries we should have to stress the fact that there are not 
exclusively starch dietaries. Proteins, salts and vitamins 
of diverse orders are factually available in the articles 
generally consumed by the masses of Southern and Eastern 
Asia including India through millenniums although the 
relative smallness of meat is to be admitted as a reality. 

Another important point, which has a special economic 
bearing, is to be adduced. It is to the effect that in Bengal 
and other semi-industrial or predominantly agricultural 
countries the natural and barter economies as contrasted 
with the market or price economy prevail in a considerable 
measure. The masses in large proportions are not, as a 
rule, much affected by the high or low prices or ups and 
downs of prices. Although statistically not defined and 
undefinable the masses have therefore very often the chance 
to consume large quantities of substantial food stuffs, no 
matter what be tlieir income in terms of money. Instances 
of agriculturists such as bring their food crops to the bazars 
for barter or sale without keeping an adequate supply for 
their annual family nourishment are rare, to say the least. 

The Question of Calorie-Planning. 

Owing to the absence of adequate information the 
amount of calories and vitamins available in the daily food 
of the millions in India is an unknown quantity. Good 
results may be expected from the Nutrition Research 
Laboratories established by the Indian Research Fund 
Association at Coonoor. In the meanwhile Indian demo- 
graphists ought to favour schemes of reconstruction in the 
articles as well as in cooking. The food-reform movement 
prevalent in England might help India with suggestions in 
this regard. India ought also to profit by the example of 
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Japan, which although a “ low-standard country ” by the 
Eur-American beef-standard has in certain particulars 
succeeded in rising up to the industrial might as sustained 
by it. The calorie-vitamin complex is like everything else 
in economic and social affairs to be taken in a “ relative ” 
as contrasted with the absolute manner. 

“ Food-planning ” or calorie-planning for the teeming 
millions of India is accordingly a matter of degrees, doses 
or stages. India should by all means discard the Anglo- 
German-American conceptions of national welfare while 
discussing the improvement of her own standard or 
standards. We ought to be interested just in those measures 
that are calculated to help forward the emergence of the 
" next stage ” in our socio-economic life. It is the relatively 
more modest programmes of uplift adapted to the age-long 
and primitive conditions obtaining in the country that should 
belong to the statesmanship of food reform. 

The problem of “ relativities ” and “ next stages ” in 
food planning, calorie-vitamin complex, nutritional mini¬ 
mum etc. deserves emphasis. During the Great War the 
Inter-Allied Food Stuffs Commission bestowed considerable 
discussions on the problem of calories. Starling, the British 
physiologist, and the French experts were for different 
figures according to nationality, which implied mainly the 
dimensions of the body and temperature. Against 
differentiation argued the Italian statistician, Gini, who 
claimed that if duration of work, profession, etc. were con¬ 
sidered the calorie requirements for the Italian would not 
be less than those for the French. According to Starling 
the Italian requirements would be 3177, the French 3220 
and the British 3300.““ We may add here East’s demand in 
Mankind at the Cross Roads (New-York 1925) for 3500 in 
regard to the Americans. 

There are still other ideas about adequate calorie 
requirements, and to these also the attention of Indian 
demographists ought to be invited. At the World Popula- 


C. Gini: Problemi Sociologici della Guerra (Bologua, 
1921), pp. 155—174. 
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tion Conference (Geneva 1927) Monsieur Henri Brenier®® 
of Marseilles observed that according to a French physician 
1650 calories would be enough in hot seasons and in hot 
climates for a male adult weighing 55 kilos and performing 
light work. The corresponding figure for cold seasons and 
cold climates was 1750 calories. This French standard 
would then look upon the previous standards as by all means 
too high. 

In the perspective of these war and post-war standards 
we may place the recent “London standards”. The Techni¬ 
cal Commission of the Health Committee of the League of 
Nations met in London in November 1935. The conclu¬ 
sions of Burnet and Aykroyd’s paper on “Nutrition and 
Public Health ” in the Quarterly Bulletin of the Health 
Organisation of the League of Nations (Geneva, June 1935) 
were accepted by the Technical Commission. The “ physio¬ 
logical bases of nutrition ” as recommended by the Commis¬ 
sion comprise the following items: (1) that in temperate 
regions the minimum for the health of the average man or 
woman not engaged in manual labour is 2,400 net calories, 
(2) that for light work 50 calories per hour, for moderate 
work 50-100 calories p.h., and for hard work 100-200 
calories p.h., and so forth would be required, in addition. 

The first criticism about these so-called London 
standards, is, as has been observed by the authors of 
Workers’ Nutrition and Social Policy published by the 
International Labour Office (Geneva 1936, p. 6) that the 
standard contemplated here is primarily a Eur-American 
standard. Neither India nor any major countries of Asia 
in the socio-economic conditions of India are taken cogniz¬ 
ance of in this physiological nutrition minimum. Indian 
demographists, economists, food-reformers or social servants 
should not, therefore, jump at these standards with a view 
to render them accessible to the Indian people overnight. 

We ought further to observe that the 2400 calorie unit 
is not a very high standard when one recalls the many 
recommendations by previous experts of diverse countries. 

28 Proceedings of the World Population Conference (London, 
1927), p. 93. 
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And yet so far as Eur-America is concerned, it is loo high 
for very many countries as well as very many classes of 
men and women in each country. 

Malnutrition is indeed a world-reality and is not con¬ 
fined exclusively to the poorer countries. “ The lowest 
income groups—even in the United States and Germany— 
are insufficiently supjdied with calories according to London 
standards.” In so far as proteins are concerned, only the 
richest countries and the highest income groups attain the 
London standards. The majority of the workers of the 
world can be assumed to fall short of this ideal.” The 
problem of the nutrition of agricultural workers is even as 
regards the number of calories, below an adequate level 
in view of the trying work these workers have to perform, 
and the composition is too unilateral to ensure the mainten¬ 
ance of a good standard of health throughout life.”^^ 

We may now call attention to a German standard, which 
is still more recent. According to the findings of the 
Reichsarbeitsgemeinschaft fuer Volksernaehrung and the 
Deutsche Gesellschaft fuer Ernaehrimgsforschung, as 
reported by J. Schwaibold of the German Institute for 
Research in the Chemistry of Foodstuffs (Munich) in 1937, 
a change over to proteins and fats (/.e., meat, butter etc.) 
from carbo-hydrates (potatoes, grain etc.) is not desirable. 
A change of nutrition in the opposite direction is considered 
to be a necessity. In this position we encounter a veritable 
revolution in nutritional physiology. The latest conclusions 
of German nutrition-experts prescribe an adequate diet as 
made up of the following items: (1) protein (80 grammes), 
(2) fat (70 g.) and (3) carbohydrates (450 g.). The total 
calories required for adequate nutrition come up to the 
modest figure of 2800. For the working adult engaged in 
ordinary work a daily consumption of 50 g. of albumen 
(protein) and a very modest amount of fat with a corres¬ 
pondingly greater consumption of carbohydrates is consider¬ 
ed to be the desideratum.^® 

24 Workers^ Nutrition and Social Policy (Geneva, 1936), 
pp. 76-—*79. 

2^ Germany and You (Berlin, 1937), No. 8. 
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In case the 2800 calorie unit be considered adequate 
for the average German the question for Indians as well as 
Chinese, Japanese and other Asians has to be solved accord¬ 
ing to the principles of relativity. Occupation, physique 
(weight, stature) and climate are important modifying 
factors. What percentage of the German unit—75 per cent, 
60 per cent, 50 per cent—would be regarded as fairly 
adequate for India? That is an important physiological 
problem which can and ought to be discussed in a dis¬ 
passionate manner. We should be convinced that whenever 
the estimates of India’s food resources or food shortage are 
attempted by demographists and economists on the 3000, 
2800, 2400, or 2000 or 1600 calorie basis they are likely 
very often to be without scientific foundations. 

By multiplying 350 or 400 million inhabitants by 3000 
or 1600 calories we may get the astronomical figure of 5 to 
12 billion calories as the total “ requirements ” for the 
Indian population. As long as the multiplier can range 
between l600 and 3000 it is questionable if the multiplica¬ 
tion, although a very simple process, is worth while in a 
serious demographic study. The other side of the shield 
is not less complicated. In order to find out whether the 
total requirements in calories can be supplied by the total 
food resources of India we should be in a position to estimate 
these latter with a reasonable degree of accuracy. Here the 
Government statistics do not claim finality of any sort. 
Besides, there is the very important consideration that 
considerable proportions of the output belong to what is 
known as the natural economy as distinguished from the 
barter and the market economies. It is nothing short of 
guess-work of extraordinary dimensions that can be attempt¬ 
ed in regard to the output of agricultural and animal and 
other food resources, first, in amount, and secondly in 
calories. 

The Ideology of Indian Experts in Malnutrition and 
Over-population. 

In a paper on “ The Population Problem in India ” 
{Indian Journal of Medical Research, Calcutta, October 
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1935, p* 560) A. J. H. Russell and K. C. K. E. Raja observe 
that the acreage in India under foodcrops per head of 
population is 0*79. Then they quote the results of ‘‘ recent 
studies made in the United States of America ” on the 
strength of which they maintain that the amount of land 
required per capita per year in order to produce (1) a 
restricted diet for emergency use is 1*2 acres and (2) a 
liberal diet is 2*1 acres. It is to be observed that the 
acreage available discussed in the first statement has 
reference to India while the acreage required for different 
kinds of food refers to the U.S.A. There is no logical and 
necessary connection between these two orders of facts, 
su})posing for the moment that each of these facts is un¬ 
questionable. But the authors have made it a point to 
conclude without a word of explanation that judged by 
these figures it is clear that India is not producing sufficient 
food for its present population.” In reality the two classes 
of facts have no bearing on each other, and one is not 
entitled to draw any conclusion. 

John Megaw’s two unpublished memoranda of 1932, 
Inquiry into Certain Public Health Aspects of Village Life 
in India, and Further Notes on the Formation of a Public 
Health Board, have been drawn upon by Russell and Raja. 

The dispensary doctors,” we are told, “ regard 39 per cent 
of the people as being well nourished, 41 per cent poorly 
nourished and 20 per cent very badly nourished.” It is 
concluded that malnutrition is widespread among the 
inhabitants of rural India.” This position is perhaps 
acceptable. But at the same time in view of the fact that 
the authors are interested in food and population policy for 
India it should be proper to point out that in practically 
every country a certain percentage of population may be 
demonstrated to be under-nourished according to the 
customary standard prevailing there. The demonstration 
has indeed come from the investigations of the calorie 
experts published by the League of Nations {Workers* 
Nutrition and Social Policy, 1936, pp. 76—79). 

On the strength of evidences in regard to malnutrition 
Russell and Raja conclude (p. 563) that India is already 
over-populated.” There is no harm in drawing this con- 
F. 4 
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elusion provided they are prepared also to do the same in 
regard to all those regions of the world where malnutrition 
can be demonstrated to exist by the physiologists and calorie- 
doctors. 

There is another point that deserves careful attention. 
In case malnutrition or absence of adequate nutrition be 
taken to be equivalent to or an index of over-population at 
the present moment it will be necessary to hold that India 
was perhaps over-populated even at the start, and of course 
in 1590 with 100 millions.”^* Indeed, the entire world- 
history will also have to be treated as nothing but the annals 
of over-population in all ages and climes. The reason is 
obvious. Even without being a socialist or communist one 
can easily see that malnutrition of some sort or other, i.e., 
poverty, low-standard of living, etc., has been a socio¬ 
economic reality of very large numbers of men and women 
in every nook and corner of the world from the days of the 
Rig-Veda and the Hesiodic Works and Days down to our 
own times. If the study of population is to be carried on 
along these lines the demographist will be led to the theory 
of universal and eternal over-population. 

This is a profoundly pessimistic view of history. But 
a position like this is quite reasonable. It is however utter¬ 
ly worthless for practical purposes. In the interest of 
rational population-planning one should pay due heed to the 
doses of rnal-nutrition and poverty prevailing at the present 
moment and the dangers of increasing poverty and malnu¬ 
trition in the future. But the chief consideration should be 
bestowed on the slow but solid indices to actual improve¬ 
ments effected in recent years or likely to be consummated 
in the near future. We can therefore accept Megaw’s 
proposition to the effect that there is some difference of 
opinion as to whether the conditions of life have improved 
or deteriorated during the past fifty years, but even if some 
slight improvement may have taken place, the existing state 
of affairs is still so profoundly unsatisfactory that it demands 
investigation and redress.” (p. 563). 

H. Moreland: India at the Time of Akbar (London, 
1920), p. 22. 
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Indices of Indian Prosperity. 

In case the existence of poverty, low standard of 
living, deficiency in calories, modest expectation of life and 
so forth be treated as indices of over-population, as done by 
the present author in the paper for the International Congress 
of Population at Rome (1931), India can be perhaps 
demonstrated to be over-populated in every epoch of her 
history since the Mohenjodaro times. But owing to the 
absence of dependable figures for previous epochs it may 
inspire certain classes of economists or sociologists to 
postulate the golden ages of bygone days in national 
prosperity and collective efficiency. In the perstiective of 
those imaginary blisses they may find it easy likewise to 
wail over the alleged increasing poverty, malnutrition, over¬ 
population and what not in recent years. 

To prove that India is poor today is undoubtedly very 
easy. But it does not imply that India has become poorer 
than in 1850, 1800, 1700 or so forth. Similarly to 
d('monslrale that Indian dietaries are deficient in calories to 
the extent of 500, 1000, 1500 or more calories according to 
some hypothetically ideal standard of the present moment 
is not a difficult job as it is not difficult even in iht‘ richest 
countries. In England,foi instance, the results of several 
inquiries showed that in certain instances deficiency in 
calories was to the tune of 1,110, 1,320, 1,401, 1,505, 
1,732 and 1,795. 

1’he existence of deficiency in the present dietary cannot 
entitle one to the belief that there was no deficiency or less 
deficiency 50, 100, 150 or 200 years ago. What should be 
valuable, however, is to be convinced there has actually 
taken place a relative increase in poverty or in deficiency of 
calories in the course of generations or decade^. That 
rt^mains yet to be proved in order to justify a menace of 
over-population in India. 

A point (Vappui is the statement of Rammohun Roy“^ 
before the Select Committee of the House of Commons in 

2" Workers' Nutrition and Social Policy (Geneva. 1936), 
p. 193. 

The English IForks of Raja Rammohun Roy (Panini 
Office, Allahabad, 1906), pp. 297-298. 
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1831. In an extensive report on the economic condition 
and standard of living of the different classes of people in 
India he observed that rice, a few vegetables, salt, hot 
spices and fish ” or rice and salt only ” constituted the 
common food. The statistical foundations of Rammohun 
Roy’s statement are unknown. But in case the Rammohun 
standard be acceptable as describing somewhat the conditions 
of the people in the earlier years of the nineteenth century 
it is questionable if the conditions in the corresponding 
period of the twentieth century have worsened. 

More or less dependable figures relating to different 
branches of agriculture, manufacture and commerce arc 
available for the last thirty or even fifty years. These 
economic indices point almost as a rule to figures rising 
from point to point. 

For instance, in regard to the consumption of wheal in 
India per capita per year we have the following figures.“^^ 


Year 

Wheat in Bushels 

Wheat flour (in Kilogram) 

1910-1914 

0‘77 

14 7 

1923-1927 

0-80 

15*2 

1928-1932 

0-78 

14*9 

1932-1935 

0*80 

15'2 


From 1910 to 1935 it is possible to notice an increase. 
It is however very slight. One ought to say that per head 
of population the wheat ration has just maintained its level 
during this quarter of a century. 

Another item of universal importance like wheat may 
be mentioned. This is cotton cloth. 

From 1905 to 1910 the net imports, swadeshi mill 
production and the output of the handlooms together amount¬ 
ed to the following yards per capita of the total population 


1905-0G 

IBfiO 

1906-07 

1303 

1907-08 

1394 

1908-09 

12-26 

1909-10 

... 12-61 

Total of fiyo years 

65 44 


Workers^ Nutrition and Social Policy (Geneva, 1936), p, 226. 
Review of the Trade of India, 1934-35, p. 31. 
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The yardage of cotton piece goods per capita per year 
was then 13*9. 

For a recent quinquennium the corresponding figures 
were as follows 


1932-33 

16-70 

1933-34 

14-17 

1934-35 

••• 15-CO 

1935-36 

16-57 

1936-37 

15-54 

Total of five years 

78*58 


The yardage per capita per year was then 15*71. The 
standard of living of the people may then be taken to have 
risen in this line from the 1905 to the 1937 period, although, 
again, in slight proportions. 

In 1921 the total Savings Bank deposits amounted to 
Rs. 228,621,716. They rose to Rs. 746,767,083."- The 
expansion is considerable, proportionally much more 
than the growth of population during the same period. 
This increment in capital should be interpreted, however, 
more as an improvement in the saving or banking habits of 
the people than as an increment in the amount of national 
wealth. 

The problem of raising the calorie-level or the standard 
of living and efficiency is not identical with the question of 
fixing the hypothetical ideal or the scientific physiological 
or socio-economic minimum. The more important consider¬ 
ation in this regard is the ascertainment of the level or the 
standard obtaining at the present moment or the level and 
the standard to which the class, group, race or country has 
been traditionally used for long periods, for generations, 
nay, for centuries. And so far as patriotism, economic 
statesmanship or practical social service is concerned, the 
methodology should consist not in harping on the “ ideal ” 
or the scientific minimum, although that discussion by itself 
is quite desirable in theory, but in attempting to raise the 

r /, 1936-37, p. 43. 

Colonial Savings Banks (Glasgow, 1938), p. 53. 
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present traditional level just a few degrees upwards. For 
instance, in case the working class in India in certain occupa¬ 
tions and certain regions be used to the effective wage rate 
of 4 annas per day it would be neither patriotism nor science 
to think of raising it to 12 annas in five or ten years 
(currency conditions remaining the same), as the National 
Planning Committee is alleged to be contemplating. No 
super-Herculean efforts could accomplish such a miracle. 
An increment to the extent of 10, 15 or 20 per cent would 
belong to practical statesmanship under normal conditions. 
Similarly in regard to calories. In case the agriculturists, 
workingmen, intellectuals and others be used for generations 
to the 1500, 1600, or 1800 calorie-level it would be reason¬ 
able to think not of the hypothetical 2800 or 2400 niveau 
in the course of five, ten or fifteen years but perhaps to the 
1600, 1700 or 1900. It is on this basis that the available 
calories from all Indian food resources—provided jt be 
possible to make a more or less correct estimate—should 
have to be rationed for the 400 millions if it is at all 
necessary to undertake such programmes in order to satisfy 
the scientific curiosity. Under such conditions the food 
situation in India vis-a-vis her teeming millions might appear 
to be more or less reassuring. 

Progress of Industrialization in India. 

According to Census Report for 1931, Vol. 1. Part I 
(Delhi, 1933, p. 290) ‘‘ industry occupies 10 per cent India’s 
workers as compared to 11 per cent in 1921.” It has 
become the custom, therefore, among Indian economists to 
point to this fact as evidence of decay in Indian industry or 
retardation in the industrial movement. This, however, is a 
fallacious position. But the fallacy has none the less 
attacked non-Indian scholars as well. For instance, it is 
apparent in World Population (Oxford, 1936, p. 274) that 
Carr-Saunders has been misled. He had taken the com¬ 
parative figures at their face value and observes: ‘‘ The 
proportion of the population so engaged (in industry) 
declined from 10*7 per cent in 1921 to 9*8 per cent in 
1931.” The fallacy has arisen in this case as in others 
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from overlooking the explanations offered by the Government 
statisticians responsible for the collection of the Indian 
figures in 1921 and 1931. 

It was pointed out in my paper on the Economics of 
Employment vis-a-vis Demographic Reconstruction ” at the 
Second Indian Population Conference, Bombay, 1938, that 
the figures for 1931 were not comparable with those forl921. 
In the first place, in 1931 new categories w^ere introduced, 
such as working dependant ” and non-working depend¬ 
ant.” Secondly, there was a growing tendency not to report 
women as gainfully employed. In the third place, the 
number of children reported as dependent, i.e., non-earning 
and workless was on the increase. And last but not least, 
persons listed in one occupation in 1921 were transferred to 
another occupation in 1931. The result is that altogether a 
large number of discrepancies arose which were due 
exclusively to the purely technical or formal changes in the 
statistical method. Increase or decrease in the categories of 
occupation was thus not necessarily and invariably to be 
accounted for by the increase or decrease of the persons 
employed in the occupations.^^ 

In llie Census Report for 1931, VoL I. India, Part I 
(Delhi, 1933, p. 281) there is a comparison between 1921 
and 1931 in regard to the proportion of persons gainfully 
employed in industry, transport and trade. Per 10,000 
gainfully employed the figures for these three items are as 
follows; 


Occupation 

1921 

1931 

Difference of 1931 
for 1921 

Industry ’ • 

1,075 

997 

-78 

Transport • • 

134 

153 

+21 

Trade • • 

550 

515 

-35 


It is evident that there is a decline of 78 in industry 
and of 35 in trade but an increase of 21 in transport. 
Altogether the decline per 10,000 is to be measured by 92. 

Census of India, 1931, Vol. I. India, Part I. Report 
(Delhi, 1933), pp, 273-274, 281, 289. 
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But the Census Report has made it clear that this 
decrease is “ apparent rather than real ” as in several other 
items of the 1931 calculations. In the case of these three 
occupations the decrease of 92 is “ largely met by the 
increase of 99 in Class XI. The insufficiently described 
occupations in that class are, at any. rale in the great majority 
of cases, general terms connected with industry and trade 
such as ‘ shopkeeper,’ ‘ trade,’ ‘ contractor ’ or ^ coolie ’ which 
cannot be allotted to any particular category.” 

In regard to the increase in transport the Census Report 
observes as follows; “ Communications have everywhere 
increased, roads are better, and motor traffic has become 
more ubiquitous during the decade. Indeed, if there is any 
cause for doubt it is whether the increase has not really been 
greater than that indicated by the figures.” Finally, ” there 
is a general tendency towards increase in what may be 
described as modernized occupations.” 

The economist does not therefore need to concludt! that 
industrialization has been moving backwards. In so far as 
the occupational structure of India based on industrial 
activities is an index to modernization in economy and 
improvement in the standard of living the dernographist 
ought to feel reassured that the progress of industrialization 
is a fact of contemporary Indian economy. During the 
decade 1921—1931 India did not become more agricultural 
and less industrial. 

Indu.strializalion or the industrial structure succeeded 
in maintaining its relative level of 1921. And since in 
1931 the old level was just maintained for a much larger 
number of population the increase in the volume of 
industrialism or the number of persons gainfully employed 
in industry is to be interpreted as progress in industrializa¬ 
tion although on a modest plane. 



THE SOCIOLOGICAL ASSUMPTIONS AND 
NORMS OF CLASSICISM 


BY 

Radhakamal Mukerjee, 

University of Lucknow. 

It was the abstractive neglective procedure of the 
Ricardian and later classicism which in the analysis of eco¬ 
nomic action stressed man’s rationality, isolation and the 
pursuit of ends dissociated from the general scheme of 
values in society. The founder of modern Political 
Economy, Adam Smith, in his general attitude and doctrine 
did not show the more limited conception of price economics 
with which we are familiar among the later English eco¬ 
nomists. In the first place Adam Smith, who also wrote the 
Theory of Moral Sentiments, developed the principle of the 
identity of individual and social interests in a manner which 
showed a clear perception of the significance of man’s 
sociality. In his celebrated theory of division of labour 
Adam Smith showed how general wealth is derived not from 
rational calculation, wisdom ” or prudence but from the 
operation of a certain propensity of human nature which 
has in view no such extensive utility; the propensity to truck, 
barter and exchange one thing for another.” This propen¬ 
sity is the necessary consequence of the faculty of reason 
and speech ” or, as Adam Smith said elsewhere, of that 
principle to persuade which so much prevails in human 
nature.”^ An individual who effects an exchange with 
another persuades the latter by appealing to his self-interest.^ 
Here we find an anticipation of the working of gregarious 
impulse in bringing about the harmony of particular 
interests. Like many modern philosophers Adam Smith in 
finding out the ground of morality focusses attention less 

^ Lectures on justice^ Police, Revenue and Arms, 

2 WeaUh of Nations, Bk. I, Ch. IV. 
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towards the effects of action and more to the impulse from 
which it proceeds and finds in sympathy which determines 
man’s approval or disapproval the origin of morality. It is 
sympathy, which explains not merely the development of 
division of labour and exchange which differentiate 
barbarian from civilised society but also the origin of 
government and of the idea of legal punishment. Alexander, 
in contrasting the positions of Hume and Adam Smith as 
regards the basis of the moral sense, points out that while in 
Hume moral sense arises from sympathy with the general 
effects of aclions and character, their tendency to the 
happiness of mankind or of particular persons ” in Adam 
Smith the sympathy is attributed to the origin of the actions. 
With Adam Smith the good action is one to which other 
persons can attune their impulses. The impartial spectator 
represents,*’ in the words of Alexander, an ideally imagin¬ 
ed person, the ‘ pitch ’ to which the wants and impulses of 
all can be tuned; the word is Adam Smith’s own. Not that 
utility is of no account. On the contrary actions which 
harmonise persons are in the main identical with those 
prescribed by utility. But utility is not the first or principal 
source of our approbation and disapprobation.”^* If instead 
of sympathy or the propensity to persuade which so much 
prevails in human nature ” we postulate gregariousness as 
the original cause of division of labour and exchange which 
constantly differentiates the tasks of all individuals consider¬ 
ed as producers and constantly equalises the interests of all 
individuals considt^red as consumers, we would find the great 
master as one of the founders of social psychology. Smith’s 
reference to the invisible hand ” which leads men, while 
pursuing their own gains, to promote '' that of the society ” 
has been perhaps too much cited as a proof that Smith 
believed in the divine harmony between all acts of 
commercial self-interest and the public good.” Fetter 
rightly points out that the context shows that his immediate 
purpose was to discredit the professions of benevolent 
interest on the part of those who ask for tariffs and bounties 
favourable to their own business. He wished to show, using 


3 Alexander, Beauty and Othr Forms of Fa/ue, p. 249. 
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a bit of sarcasm, that the result will be at least as good, and 
probably better, if men are permitted to carry on foreign 
trade as they will, instead of being forbidden by legislation 
in the interests of another group seeking a monopoly of 
domestic industry.^ Adam Smith’s conception of price also 
is much broader than that of his later English followers. 
Thus he develops the distinction between the real and 
nominal price of commodities and labour ” and shows that 
the labourer may at different times lay down his case, his 
liberty and his happiness ” in return for very different 
quantities of goods. Again, that Adam Smith did not 
develop a purely pecuniary conception of economics is amply 
evidenced by his emphasis that money is not the true index 
of national wealth and that the multiplication of the precious 
metals is not the great object of national industry and 
commerce. Consumption, he declared, is the sole end and 
purpose of all production and it is the object of l^olilical 
Economy to teach statesman, to provide a plentiful revenue 
or subsistence for the people, or more properly to enable 
them to provide such a revenue or subsistence for them¬ 
selves.” A deep sympathy for the working classes permeates 
the Wealth of Nations. There is clear recognition that high 
wages and hopes of improvement stimulate the efhciency of 
labour and yet that those who bear the burden of society 
have the fewest advantages. Finally Adam Smith while 
advocating laissez-faire recognised its limitations, viz., that 
a nation should be protected against foreign competition and 
may adopt retaliatory measures, that public enterprises may 
be run without any idea of profits and that the stale should 
undertake the functions of justice, defence and enterprise in 
which no profit accrues. Adam Smith’s norms of social 
welfare and harmony included besides national wealth, 
political stability, justice and state education. Yet Adam 
Smith’s general influence had been to support the abstractive 
procedure in economics based on the doctrine of universal 
self-interest. When he declared that the conduct of the 
majority of every class or order is always influenced by the 

^ Frank A. Fetter, “ Price Economics versus Welfare Eco¬ 
nomics,” The American Economic Review, September, 1920. 
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principles of common prudence even though there may be a 
few who are disinterested idle and prodigal, and also that 
every individual was the best judge of his own interest, such 
fundamental assumptions became later on the postulates of 
a neglective, rationalistic analysis. The very practicality of 
Adam Smith’s treatment of division of labour and exchange 
and the superficial comparison between commodities and 
commodities as underlying the estimate of value focussed 
attention to value in exchange rather than to efforts and ends. 
Adam Smith contributed to the confusion between value in 
use ” as the desirability of an object for a person’s own use 
with utility as real importance to welfare, thus dropping out 
from value and utility almost all of the fundamental welfare 
considerations.'^' In several directions his assumptions, 
methods of analysis, concepts and terms, indeed, contributed 
to encourage in the writings of his successors the narrower 
limited conception which ultimately fashioned the school of 
Price Economists. Thus he became “ the father,” in the 
words of Edwin Cannan, ‘‘ not of economics generally that 
would be absurd, but of what in modern times has been 
called, with opprobrious intention, ‘ bourgeois economics,’ 
that is the economics of those economists who look with 
favour on working and trading and investing of personal 
gain.” 

It was, however, in the hands of Ricardo, who had 
little training in philosophy and who was by his profession 
habituated to a pecuniary outlook, that economics lost its 
flexibility and realism that were discernible in Smith’s 
Wealth of Nations. Ricardo’s rationalism and optimism 
became the warp and woof of the new theoretical texture of 
economics. The abstractive procedure now extended from 
the field of division of labour, value and exchange to distri¬ 
bution. In the hands of Ricardo, Political Economy was 
based on the celebrated evolutionary law of rent. Ricardo 
discovered an inherent disharmony and divergence of 
interests as between the class of landlords, the class of 
capitalists and the class of labourers. The divergence of 
economic interests of the three major classes in industrial 


Fetter, ibid. 
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society was a historical circumstance peculiar to England at 
the beginning of the nineteenth century. There was grave 
agricultural distress due to bad harvests between 1794 and 
1800 and the price of wheat rose sharply. The series of 
corn laws since 1804, which occupied a good deal of the 
attention of the Parliament, represented a series of conflicts 
between the interests of landlords and farmers and the 
general public and the capitalists under the peculiar condi¬ 
tions of land system in Great Britain. Parliamentary 
enquiries showed up, according to Cannan, the correlation 
of high prices of corn and extension of cultivation to inferior 
land and consequent rise of rent; and when in 1814 and 
1815 the re-establishment of peace looked like putting an 
end to the accidental isolation of the English people, the 
landed proprietors, in defiance of the general interest, 
demanded a new Corn Law which, by protecting English 
corn, would prevent the inferior land from going out of 
cultivation and the rent on land from falling.*^ 

The manufacturers, wrote Sismondi, took advantage of 
peace to produc^e goods feverishly but the markets were 
restricted, and the labourers who were inadequately paid 
were dying of hunger in the face of the pile of useless 
wealth ” and at the same time were multiplying quickly due 
lo the Poor Law and public charity. Such historical condi¬ 
tions not merely supported the Malthusian law of the 
disparity between population pressure and means of sub¬ 
sistence and proved it as true as the multiplication table but 
also the Ricardian doctrine of the natural divergence of 
interests of economic classes as universally valid and appli¬ 
cable to all conditions and states of society. As soon as 
economics began to shift its interest from individuals freely 
exchanging the products of their labour to the various 
economic classes the neglective abstractive procedure was 
further stimulated. The science began to treat the classes in 
the same abstract manner as land, labour and capital. 
‘‘Machinery and labour are in constant competition.” Land 
and machinery compete for doses of capital. The constant 

^ Cannan, A History of the Theories of Production and 
Distribution^ pp. 146-147. 
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tendency of capital to take the form of fixed capital brings 
about a rivalry not merely between machinery and labour 
but also between land and capital. It is in this manner that 
class-conflict comes to be transformed into a universal neces¬ 
sary force and occupied the same position in the social 
sciences as friction in mechanics. It was a remarkable 
change from the treatmenl of sympcUhy as the first or prin¬ 
cipal source of morality in Adam Smith to the doctrines of 
rational egoism, class-conflict and the identification of social 
welfare with th(5 properly of the commercial and capitalist 
classes. Kicardo, a stock-broker, had no concern at all 


with the right and wrong of ethics or the motives and ends 
of psychology. Bui Malthas was an upholder of the doctrine 
of utility, which he deiived from Paley, and not from Ben- 
tharn. Ih* states it thus in his Principles of PopulatUni: 

Th(^ happiness of the whole is to be the result of the happi¬ 
ness of individuals, and to begin first with them. No 
co-operation is required. Every step tells. He who performs 
his duly fancifully will reap the full fruits of it, whatever 
may be the number of others who fail. This duty is in- 
udligible to the humblest capacity. It is merely that he is 
not to bring beings into the world for whom he cannot find the 


means of support.” Malthas based his check of prudence 
on the institution of private property and fear of losing 
position, and urged that not only communism should be dis- 
ciouraged but that poor relief defeated its own end. In this 
there is a clear recognition of institutional factors as regulat¬ 
ing population growth. Two decades later (in 1824) 
William Thomson contended against Mai thus that the eco¬ 
nomic independence of women and a higher standard of liv- 
ing for the masses would restrict multiplication more effect- 
ively. Moreover Mallhus believed in the efficacy of popular 
education as enlightening personal interest so that not only 
the blind impulses of instinct could be artificially checked 
but the disorders arising from narrow human institutions 
could be counteracted.” An enlightened people would even 
overcome the artificial encouragements given hy law to the 
marri^e of the poor.” Not merely in his commendation 
of state education, but also in his views on the Com Laws 
Malthus showed a due regard for the norms of social wel- 
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fare and harmony. Malthus after examining the effects of 
the abolition of the wheat duties on the interests of the 
various classes concluded that the measure would be tending 
to the happiness of the greatest number. Between 1796 
and 1807/’ observes Halevy, the influence of Malthus had 
been felt by the Liberal party. It was a democratic influ¬ 
ence. As concerns the education of the poor in particular, 
the radical theory of popular instruction is Malthusian in its 
origin.”^ When Malthus was writing, it was possible to 
conclude that the industrial production of the country was 
increasing and agriculture was declining or remaining sta¬ 
tionary and that because of the increase of population, the 
wealth of the nation could increase without a corresponding 
increase in the happiness of the labouring class.® In an 
ardent vein Malthus stood for social justice as he declared: 

1 rtially cannot conceive anything much more detestable 
than the idea of knowingly condemning the labourers of this 
country to the rages and wretched cabins of Ireland, for the 
purpose of selling a few more broad cloths and calicoes. 
The wealth and power of nations are, after all, only desirable 
as they contribute to happiness.” 

A very important feature of the English classicism was 
the discovery of certain sociological laws of progress which 
clearly indicated the broader historical perspective in econo¬ 
mics and the attempt to assimilate economics with philosophy 
of history. This was evident especially in the writings of 
James Mill, John Stuart Mill and Malthus, though even in 
Ricardo the laws of progress were introduced in econotnics 
more definitely than in Adam Smiths’ Wealth of Notious. 
The real source of the idea of progress was Condorcel in 
France through whom it first came to Malthus till it reached 
James Mill and Ricardo. Condorcet’s fundamental notion 
was that of the continuous progress of humanity to an ulti¬ 
mate perfection. He had demanded that, in the study of man, 
the knowledge of the laws of his in<lividual nature should 
be completed by the knowledge of the laws of his social 
nature; above all, he had demanded that a science be consti- 

Growth of Philosophic Radicalism^ p. 244. 
s Principles of Population, p. 580. 
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tuted which should study not the co-existence of individuals 
in one and the same society, but the succession of social 
phenomena in time. If there exists a science of foretelling 
the progress of the human species and of directing and 
hastening it, the history of what it has achieved should be 
the primary basis of this science. Again, ^ since opinions 
formed from the experience of the past, on objects of the 
same class, are the only rule of the conduct of wisest men, 
why should the philosopher be forbidden to rest his conjec¬ 
tures on this same basis, provided he does not attribute to 
them a certainty superior to that which can spring from the 
number, the consistency and the exactness of the observa¬ 
tions?’^* The above analysis has now become the founda¬ 
tion of the modern psychological theories of social progress. 
James Mill regretted that philosophers have not yet succed- 
ed in agreeing on the rules suitable for determining the 
principal degrees of civilisation. But Stuart Mill later on 
gave the clearest exposition of the idea of a philosophy of 
history in his Autobiography. Here he tells us that one of 
the first ideas he discovered on his journey of intellectual 
exploration was the idea which was then in vogue among the 
thinkers of Germany and France, that the progress of the 
human spirit follows a certain necessary order, that all 
questions of political institutions are relative, not absolute, 
and that different institutions not only do in fact but ought 
to correspond to different degrees of human progress—in 
short, that any general theory or philosophy of politics 
presupposes a preliminary theory of human progress, in 
other words, a philosophy of history. 

The two fundamental sociological laws of progress, 
which were now incorporated into economics, were the law 
of population and the law of land rent. Henceforth econo¬ 
mics presented itself not as a general process of circulation 
of goods which goes on uniformly for ever but followed laws 
of progress or laws of evolution. Both these laws are com¬ 
prehended under the theory of social progress. Malthus 
reached his law of population with the same use of inductive 
and statistical data as a sociologist would now employ for 

® Quoted by Halevy, p, 275. 
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reaching his social laws. Similarly his theory of rent rested 
upon a variety of observations relating to the expansion of 
cultivation during the Napoleonic War and the movement of 
prices of corn. Malthus also took into consideration cer¬ 
tain facts in social dynamics such as the power of the land 
to provide a greater quantity of necessaries than are required 
for the subsistence of the people employed in cultivation, 
the tendemy of the supply of food to create its own demand 
and to increase the population and the progress in agricul¬ 
tural industry. All these factors, which influence variations 
in rent, were neglected in Ricardo’s abstractive, deductive 
analysis. It is now a truism that Malthus treated the laws 
of human numbers too mechanically. The cause of poy)ula- 
tion increase is not only physiological but also psychological. 
The will to live and thrive by individuals and societies has 
played no small part in increasing population and spurring 
them to economic effort and expansion. Malthus under¬ 
valued the role of social institutions as he over-estimated the 
role of instincts as man sets himself face to face with the 
limitations of the environment. True to the modern spirit 
Malthus gives a right valuation to the instincts and irrational 
elements in social progress, definitely disagreeing with 
Condorcet and Hartley that it is man’s intelligence which 
works out the law of progress. Malthus, the sociologist, 
was supported by James Mill, the psychologist, in present¬ 
ing the contrast of the relations between the laws of human 
nature and progress. According to James Mill man as an 
intelligent being is capable of indefinite progress, he can 
accumulate intellectual capital indefinitely; but man as a 
producer is only capable of saving and of accumulating to 
a slight extent. The poor are unable and the rich are indis¬ 
posed to save. James Mill starting from the known ” 
laws of human nature, based on these a new proof of the 
Malthusian principle of population. Yet in Malthus it is 
not the unconditioned human nature ‘‘the blind impulses of 
instinct ” which may lead man to progress, but “ egoism 
must be enlightened and the impulses artificially restrained ” 
through the spread of education. This is as right as it can 
be. As regards the other portion of Malthus’ double law, 
viz., that which concerns the relation between food supply 
P. 6 
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and population, that over-population may lead to a fresh 
spell of economic advance through technical and organisa¬ 
tional improvement could not be realised by Malthus. His 
sociological law of population will, however, remain un¬ 
challenged on the whole. Its limitations arise because of 
the historical circumstances to which it accorded and which 
it interpreted closely and of the intellectual traditions of 
individualism and atomism of which it was a product, which 
compelled a mechanical and negative formulation of the 
laws. The evolutionary law of rent which was the other 
sociological law devtdoped by Malthus and Ricardo repre¬ 
sents the principles of formation of the different economic 
classes and the divergence of their interests. Here again, 
especially in Ricardo, the theory of conflict of classes and 
mechanisms governing the distribution of wealth is fashioned 
into laws of the natural progress of society which are also 
sound in their core and have stood the criticism of the next 
generation of economists. The defects arise only in the 
rigid and mechanical formulation of the natural laws and in 
the lack of understanding of the organic nature of inter¬ 
connections between different factors of production and their 
functions in the economic field. Such defects are to be ex¬ 
pected of any product of the individualistic age in which 
these writers flourished. The new sociological method is 
distinct from the old Utilitarian method in that it accepts 
man’s gregariousness or sociality as an irreducible datum of 
experience and thus starts from the group and not from the 
individual as the elemental fact as well as basis of study 
in social science. It, therefore, reveals laws of significant 
inter-relations of the activities of the individuals and groups 
as much in instinctive behaviour as population increase as 
in the socially conditioned functions of production and dis¬ 
tribution of wealth which defy simple causal and mechanical 
explanation. 

Mill s Principl^^ of Political Economy clarified and 
systematised the Ricardian economics, comprehending of 
course also iht Malthusian doctrine, In its scientific sub¬ 
stance it is little or nothing more than an elegant exposition 
of the Ricardian economics,” wrote Ingram, The criticism 
is too severe; for Mill s important functions were to intro- 



THE SOCIOLOGICAL ASSUMPTIONS 


313 


duce the ethical and humanistic elements and to socialise the 
older atomistic economics by assimilating into it a broader 
theory of social progress and quicker appreciation of the 
injustice and wrongs to the working class inflicted in modern 
industrial society. Mill considered in detail various human¬ 
itarian schemes both in economics and politics and contribut¬ 
ed in some measure towards linking the study of economic 
activities with social conditions and welfare. In fact Mill’s 
inconsistency and syncretism which invited the scorn of Karl 
Marx are themselves symptomatic of the coming change in 
the intellectual and social outlook. This inconsistency is 
evident in his definition of the scope of Political Economy. 
Sometimes he describes Political Economy as a study ‘"carved 
out of the general body of the science of society ” while the 
title of his Principles to which he appends the phrase “ with 
some of their application to Social Philosophy ” suggests, 
in spite of his indecision as to whether economics is a sub¬ 
division of philosophy or not at least a larger and more 
flexible conception than in the Ricardian economics. 

In the hands of Alfred Marshall economic science be¬ 
came more flexible and tentative. Marshall stressed that 
economics deals with the whole of man’s nature though it 
lays stress on certain aspect of it and that it is concerned 
with individuals chiefly as members of the social organism. 
No longer does the economic man stalk through the pages of 
his Principles of Economics. But Marshall’s ‘ man in flesh 
and blood ’ is too rational and acquisitive a creature to be 
real. Social groups are recognised as governing economic 
activities and satisfactions but on the whole Marshall's eco¬ 
nomic “ solar system of symmetry and balance ” revolves 
independently of them. In his celebrated chapter on the 
Doctrine of Maximum Satisfaction the larger sociological 
problems of the nature of happiness, progress and of the 
worth of life are recognised in all their implications. But 
Marshall like Mill, in spite of his efforts to stress real human 
welfare, suffered from a dualism and could hardly permit 
his larger economic ideas to pierce through the hard en¬ 
crustation of the older economics. In aspiring to make eco¬ 
nomics an exact science he made it centre around money 
which, in his words, is the one convenient means of measur- 
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ing human motive on a large scale.” He is well aware that 
the same price measures different satisfactions to different 
persons and even persons having the same income might 
derive different satisfactions and benefits. Yet at the same 
time he was of deliberate opinion tliat if one takes averages 
sufficiently broad to cause the personal peculiarities of indi¬ 
viduals to counterbalance one another, the money, which 
people of equal income will give to obtain a benefit or avoid 
an injury, is a good measure of the benefit or injury. Thus 
Marshall in order to make his analysis of economic forces 
scientific sharpened the tools of price economics and gave 
the laws of value and distribution which he inherited from 
his predecessors a tentativeness, flexibility and even elusive¬ 
ness, which has contributed materially to preserve the core 
of Ricardian economics against the attacks which were be¬ 
ing launched from all sides. An extraordinary plasticity 
anti realism are shown by Marshall as he has discussed the 
causes of differences of earnings of labour. Marshall 
observes that the disagreeableness of work often lowers wages 
when it is done by persons whose industrial ability is of a 
very low order. From this arises what he calls the evil 
paradox that neither employers nor the labourers themselves 
can check the cumulative action of social forces which 
prevent the equalisation of the attractions of different trades. 
Marshall, in his elaborate chapters on the earnings of labour, 
gives important clues to the understanding of social and 
economic stratification as these govern the demand and 
supply of labour. But in the end after an elaborate dis¬ 
cussion he suggests that there is a supply price of labour in 
its different grades and that machines and men earn their 
incomes according to the same laws. There is a constant 
tendency towards a position of normal equilibrium, in which 
the supply of each of these agents shall stand in such a rela¬ 
tion to the demand for its services as to give to those who have 
provided the supply a sufficient reward for their efforts and 
sacrifices. If the economic conditions of the country re¬ 
mained stationary sufficiently long, this tendency would 
realize itself in such an adjustment of supply to demand 
that both machines and human beings would earn generally 
an amount that corresponded fairly with their cost of rearing 
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and training {conventional necessaries as well as those things 
which are strictly necessary being reckoned for).^^ Could 
we treat the vigour of a people as a whole and the numbers 
and vigour of any trade in particular as things of the same 
order as the supply price of capital? Are the efforts and 
sacrifices of labourers of the same category as the demand 
for labour? Recognising as Marshall did that conventional 
necessaries and customary comforts are the embodiment of 
material and moral progress, is it true to say that the greater 
they are the less economical is man as an agent of produc¬ 
tion? Could standards of consumption be strictly confined 
to those necessary to efficiency in order that any increase in 
consumption may pay its own way and add as much as it 
draws from the national dividend? Marshall in spite of a 
warm and generous heart failed to grip realistically with the 
problenivS of class stratification and disparity of opportunity 
due to ownership and privilege and their influence on the 
conditions of labour and wages. The present social situa¬ 
tion demands a much wider examination of the conditions of 
the efficient application of labour in production which must 
include an analysis of the incentives and bafflements of 
labour in different grades and strata that Marshall did not 
adequately consider. The insistent major problems of wages 
that face the modern economist are; What is the character 
of the demand schedule for labour under different condi¬ 
tions? What are the effects of wage changes on the threefold 
function of wages (a) as incentive to the worker, (b) as cost 
of production to the employer, and (c) as purchasing power 
furnishing demand for goods? Are the requirements of these 
three functions in harmony, or if not, can they be brought 
into harmony?'^ Through Marshall’s pages, however 
illuminated here and there by his social preference for the 
well-being of the many and, however, guarded and 
provisional may be his tendencies ” and approxima¬ 
tions,” there runs the shadow of the Ricardian evolutionary 

10 Principles of Economics^ pp. 576-577. 

^^The questions are suggested by J. M. Clark vide “Accom¬ 
plishments and Prospects of American Economics,” The American 
Economic Review^ March, 1936. 
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law of rent. Marshall’s study of dynamic economic 
changes ” is confined merely to the problem of valuation and 
distribution. Thus the criticisms which Veblen levelled 
against the classical economists partially apply to him. 
Like his predecessors, Marshall has little to say of the causes 
of change in an unfolding sequence of economic institutions. 
The classical theory was cast not in causal terms but in terms 
of teleology. This teleological character of economic science 
Veblen attributes to its hedonistic pre-conceptions. Under¬ 
lying its generalisations of human effort, there is the belief 
in a meliorative trend,” which exercises ‘‘ a constraining 
guidance over the course of causes and effects.” The 
ultimate laws and principles which the classical economists 
formulated were laws of the normal or the natural, according 
to a pre-conception regarding the ends, to which in the nature 
of things, all things tend. In effect this pre-conception 
imputes to things a tendency to work out what the instructed 
common sense of the time accepts as the adequate or worthy 
end of human effort. It is a projection of the accepted ideal 
of conduct.”^ ^ In Marshall the belief in the inevitability 
of progress predicated on the institutions of ownership, 
freedom of enterprise and the quest for gain is of course 
much less evident than in Mill, but there is no gainsaying 
the fact that Marshall’s analysis of the prevailing economic 
institutions has suffered from his intellectual legacy that 
nothing is wrong under the sun in England and that the trend 
of progress overshadows all aberrations, mistakes and 
misdeeds. Marshall had too great a faith in chivalry in 
business which includes public spirit and excludes the use 
of fraud or foul means, malign destruction of rivals, and 
oppression of employees. By his tradition and tempara- 
ment he was no ardent believer in social change and he 
stressed that the present age was not quite as wasteful and 
harsh as was sometimes represented. He observed, Much 
more than a half, possibly even three-quarters, of the total 
income of the nation is devoted to uses which make for 
happiness and the elevation of life, nearly as efficiently as 
is possible with our present limited understanding of the arts 

12 Veblen, The Place of Science in Modern Civilisation, p. 65. 
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of If the economic world was much better than it 

had been, it will be better than it is—this is the nineteenth- 
century gospel of progress which the world war has 
challenged. Economics no longer anchors itself in Marshall’s 
faith but seeks progress through economic and social 
planning. 

The fault probably lay more in his method. He 
deviated from Mill in the disregard of the conscious social 
ends and choices, dictated by ethical norms and values. But 
while Mill lived in the age of individualism and utilitarian 
philosophy Marshall lived after Darwin and Wallace, his 
own countrymen. Even though he showed some acquaint¬ 
ance with Herbert Spencer and saw the numerous applica¬ 
tions of biology to different fields of the social sciences, he 
used the social organism idea superficially without making 
it basic to his reasoning and persisted in the contractual or 
atomistic view of social relations much in the same manner 
as did J. B. Clark who seems to have been the first person to 
use the Spencerian idea in economic theory. Both in 
Marshall as well as in Clark the organismic theory of society 
was accepted with simplicity and naivity in order to round 
off and show an apparent completion of economic principles 
as fundamental laws of social progress. There was no 
attempt to study the relations between the individuals and 
the groups in their different levels nor to understand the 
theory of value and effort as emanating from purposes in 
the various levels of adjustment in the social milieu. 
Thorston Veblen’s great contribution was to make a 
systematic beginning of the assimilation of the notion of 
social evolution into economics. Instead of arguing like 
Marshall that the competitive system was the agency through 
which the survival value whether of business firms or institu¬ 
tions were tested, Veblen conceived of the entire field of 
institutions including modern technology and the competitive 
system, ownership and class gradation as flexible implements 
of adaptation which change with changing conditions of 
progress. Yet Veblen adhered on the whole to an almost 
metaphysical belief in a blind irresistible evolutionary 

Memormls of Alfred Marshall^ p. 329. 
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process which is heedless of the individual. Through 
Veblen and Holeson the latter of whom interprets welfare in 
relation to the needs of the social organism or ‘‘ collective 
personality,” the sociological idea of evolution is now 
permeating economic theories and systems. No movement 
however has been more fruitful in introducing the evolu¬ 
tionary idea into economics than the historical materialism 
on the continent inspired as it was by the Marxian interpre¬ 
tation of the development of economic institutions as a phase 
in the evolution of humanity. 

Either a naive belief that the final word on the nature 
of the organic life of society was said by Spencer or Schaffle 
or an approach to the study of economic evolution from a his¬ 
torical or propagandist spirit, has now stood in the way of 
an enlargement and deepening of the social evolutionary 
outlook in economics. But as it develops the economic 
process will be more and more treated in terms of organic 
functions and processes rather than of isolated and contend¬ 
ing individuals. This will involve the change of the notion 
of equilibrium which will become less analogous to that in 
physics or mechanics and more to that in biology or ecology. 
Even Allyn Young’s suggestion that the mechanistic and 
organic analogy are supplementary rather than exclusive 
will not meet the demands of new types of fxonornic theory. 
These will be based on the fundamental conviction that 
individuals, gnmps and governments are alike bound with 
one another in a network of subtle organic inter-relations, 
woven by instincts, customs and traditions. Economic 
relations are only one among these tentative and shifting 
relations and an' inextricably bound up with these. Out 
of such relaliens which are all group relations, social ends 
or norms emerge that are derived as much from ‘"an 
original human nature” and ecologic and social condition¬ 
ing as from man’s rational choice. Economic values whether 
of individuals, groups or institutions represent ends or norms 
in the field of scarce means and are instrumental ends, 
standing in a quantitative relation to the system of intrinsic, 
indivisible, social ends. The pricing process, under the 
present regime of competition and private ownership, gives 
some symmetry and balance to the attainment of economic 
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ends by scarce means. But the symmetry and balance 
depend largely upon the custom of competition which has 
now become a sociological datum, to be examined and not 
a postulate of reasoning. Keynes’ remarkable treatise, 
‘ End of Lctissez Faire ’ exhibits the stages by which through 
the control of the state, protective and collectivistic legisla¬ 
tion, the development of monopolies and organised unionism, 
the complex of institutions, customs and legal-economic 
ideas, which are known as the competitive system (and 
which Marshall has given the worthier label of ‘ freedom of 
industry ’) has been invaded and undermined. With many 
economists the belief in the social efficacy of competition has 
worn them and thus if social control is no longer the enforce¬ 
ment of competition, as in the era of trusts and monopolies, 
economic theory must now furnish new norms of regulation 
and co-ordination of economic activity. Such norms must 
come from the integrated system of indivisible social values 
of the community as contrasted with the divisible, individual 
values which the law of markets guides for appropriation in 
the price system. Nor is the mechanistic analogy of 
equilibrium in a scheme of supply and demand applicable 
because the antecedent social forces or data, which economics 
has to reckon with, are not uniform as in mechanics but show 
integration, emergence or wholeness and hence different 
levels of effort and evaluation. The new economic theory 
must be one of social choice and control. Instead of accept¬ 
ing ‘‘ the system of natural liberty ” of the classical eco¬ 
nomics or the rehabilitated Utilitarian norm of the later 
classicism, the maximisation of the net satisfactions,” it 
will borrow from sociology the norm of social welfare and 
harmony. Such a norm whose application will vary 
indefinitely in different situations, enables economics to be 
constructively critical of existing economic institutions and 
ends, and to guide society more deliberately to choose 
between alternative ways and means of achieving present or 
alternative social ends. Individuals, groups and states each 
will have its economics, more tentative and less generalised, 
more variegated in its tools and less narrow and definite in 
its scope. For every social science will make it available 
for economics its own concepts, techniques and norms. The 
F. 7 
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theory of economic values is thus a part of a more compre¬ 
hensive theory of social values. Only those economic values 
as such determine the course of economic activities which 
survive the more fundamental process of social selection. 
Society has many other sieves of selection besides a purely 
competitive arrangement of resources, and, in fact, not 
merely do groups guide by custom and law the ranges of 
wants and satisfactions of individuals but also control the 
functions of production, exchange and distribution for their 
own integral, common ends. Economic theory thus becomes 
only one strand out of the many theories of institutions, of 
law, the state and the group and institutional life in general. 
It comes in intimate relations with social psychology as it 
becomes an account of the cumulative change of economic 
behaviour, and with ethics in its insistence of treating eco¬ 
nomic behaviour and institutions as tools for furthering 
man’s indivisible or social ends. Economic theory will 
cease to remain separate from other types of social theories 
and from social direction and control, because the social 
reality is one and all theories and actions are inevitably 
intermixed. 
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Assistant Marketing Officer (Development), Punjab, Lahore. 

Introduction. 

Records kept on some farms in the Punjab show that 
under general farm conditions income per unit of land 
varies a good deal from one farm to another. What are the 
reasons for these variations? Is it due solely to higher 
fertility of one holding than the other, or are there some 
differences in practices which are responsible for this varia¬ 
tion? An effort is made in these pages to study these 
questions. 

Broadly speaking, two ranges of questions are involved 
in this problem. Firstly, how efficient is the crop production 
organized on each holding with regard to the technological 
details, which govern the physical relation of the input of 
labour and materials to output. Secondly, how effective is 
the combination of cost factors in the light of prevailing 
economic conditions. 

The answer to the first question is independent of eco¬ 
nomic considerations. Growing improved varieties of 
crops, preserving fertility of land by proper rotations, 
manuring and fallowing, keeping land free from weeds, etc., 
and carrying out various farm operations at the proper time 
and in the right manner, are all sound practices at any time, 
practically regardless of economic conditions. The answer 
to the second question will change somewhat even with a 
slight change in the economic conditions. Under a certain 
set of prices and marketing facilities the production of 
sugarcane may be very profitable, but under other conditions 
it may be worthwhile to consider the possibility of its 
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replacement in part or even in whole by another crop. This 
problem, of course, involves a careful consideration of the 
competing and the non-competing crops for land (including 
water supply) and labour, and the direct or indirect effect 
of the change on the profits of the farm. It is, however, not 
intended to study this aspect of the problem, but on the other 
hand, it is proposed to examine how farm income varies 
from one farm to another and how far factors such as size 
of holding, intensity of cropping, fertility, input of manual 
and bullock labour, etc., influence the gross output. 

Source of data. 

The data used in this study were obtained from the 
accounts maintained at a Government Agricultural Farm 
situated near Ly allpur—a flourishing town having a popula¬ 
tion of over 50,000 and a big grain market. The land of 
this farm is all deep alluvial with fairly high degree of 
fertility and is irrigated by canal water throughout the year. 
Its total area is 720 acres divided into 36* holdings varying 
in size from about 8^ acres to 31j acres. Each holding is 
cultivated by a tenant, according to the plan of cropping set 
out for him, under the direct supervision of the Farm 
Manager assisted by a few Mukaddams (farm overseers). 
The tenants also follow approved methods of cultivation and 
use improved seeds and implements recommended by the 
Punjab Agricultural Department. Wheat, cotton and toria 
(Indian rape, Brassica napus vir Dichotoma) are the three 
most important crops grown. 

The conditions of ‘ Batai ’ (metayer system) on this 
farm are similar to those found in this locality. The tenants 
maintain their own draft cattle for farm work, bear a part 
of the expenses of cultivation in connection with implements, 
harvesting, winnowing and seed, and full cost of water rates 
for the use of canal water, labour, village artizans who 
fashion new implements and repair the old ones, and of 
weighing the produce. The Government, on the other hand, 

•In 1934-35 the number was 37. From 1935-36, however, 
the number was reduced to 36 by merging one holding into 
another. 
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besides supervision and expert advice provides the tenants 
with improved implements and meets the rest of the charges 
in connection with harvesting, winnowing, and seed. The 
produce of the land is divided equally between the Govern¬ 
ment and tenants. 

Simple financial accounts of the tenants along with 
their day-to-day record of manual and bullock labour have 
been kept on this farm since 1926-27. But for the purpose 
of this study accounts for the last three years only, i.e., for 
1934-35, 1935-36 and 1936-37 have been used. It is 
because in years previous to 1934 the reduction in area, and 
the breaking up and combination of various holdings and 
then distributing them amongst the tenants whose number 
also varied from year to year, were quite frequent and many, 
with the result that it became difficult not only to trace the 
records of individual holdings but also to keep some of the 
conditions, necessary for this study, comparable. 

In carrying out analysis of the data, average figures 
for the years 1934-35, 1935-36 and 1936-37 have been 
worked out for each item studied under individual holdings. 

Yariation in gross return. 

\ 

How great is the variation in gross return from holding 
to holding can better be appreciated by those who have 
actually collected data on the farms. The table given below 
shows the frequency distribution of average gross return per 
acre of 36 tenants during the three years’ period ending 


1936-37:— 

Gross return per acre. 

Number of tenants. 

Rs. 

40-49-9 

1 

50—59-9 

9 

60-699 

11 

70-79-9 

10 

80-89-9 

4 

90—and over 

1 

40— 90 and over-•• 

36 







324 


S. ARJAN SINGH 


The wide fluctuation is striking, the return varying 
from under Rs. 50 to over Rs. 90 per acre. 

Factors considered. 

There are many factors which influence the money 
value of gross output and before attempting to analyse the 
data, it will be worth while to consider the important factors 
which are expected to be related to it. Accordingly below 
is given a suggestive list of the factors which may influence 
the gross return:— 

1. Type of farming. 

2. Size of business. 

3. Extent of the use of land. 

4. Factors affecting outturn of crops:— 

(i) Fertility of land. 

(ii) Rotations followed. 

(iii) Manures and fertilizers. 

(iv) Climate and season. 

(v) Water supply. 

(vi) Seeds used or varieties of crops grown. 

(vii) Attack of insect pests and diseases. 

(viii) Manual and bullock labour input. 

(ix) Time of carrying out various cultural 
operations. 

(x) Personal factor of the operator. 

5. Level of the prices of agricultural commodities. 

6. Distance from the market and nature of road and 
means of communication. 

These factors will now be considered in the order they 
have been mentioned above. 
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Type or system of farming. 

Various types or systems of farming in different 
localities are governed by physical and economic forces, 
Tlie soil, rainfall, temperature, etc., exert a considerable 
influence on tlie selection of crops or various enterprises. 
The price which a farmer may gel for his products at his 
farm or a nearby market partly depends upon the location 
of the farm. Perishable products like fresh vegetables, 
milk, etc., must be produced close to the place where they 
are to be consumed. Towns and cities also y)rovide a ready 
market for the sale of fodder crops. It is for this reason 
that we find farms surrounding our big centres of popula¬ 
tion engaged mostly in the production of vegetables and 
fodder crops. Products, which do not perish quickly and 
can bear transportation over long distances, are produced in 
areas where they grow best. 

Vegetable and fodder producing lands near the towns 
give much higher return per unit of area than those situated 
at a great distance from the markets and are growing 
ordinary farm crops like wheat and cotton. Similarly 
irrigated areas are likely to yield much better than areas 
dependant on precarious and scanty rainfall. Fruit crops 
also give higher income per acre of land than arable crops. 

Size of business. 

The size of business is thought of in many terms, e.g., 
total area in the farm, total area of crops, number of 
workers, capital invested, number of ploughs or pairs of 
draft animals, number of livestock, etc. Where the soil, 
type of farming and other agricultural and economic condi¬ 
tions are fairly uniform, any of these factors may be used 
as a measure of the size of business. But in India since the 
land is the most important limiting factor in agricultural 
production, it is best to measure success of a business in 
terms of per unit of land rather than in another form. For 
social studies, however, income per worker would be more 
important than any other measure. 

The size of the farm is one of the most important factors 
affecting the gross earnings of the farmers. A rough 
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generalization might be that the larger the farm, the higher 
the total gross return in a period of suitable physical and 
economic conditions, but greater the losses in a period of 
unfavourable prices or yields. This generalization, however, 
may not hold good when earnings or returns are considered 
in terms of per unit of area farmed. There is likely to be 
higher gross income per acre with the decrease in the size 
of holding rather than with its increase. 

Extent of the use of land. 

The intensity of the use of land is commonly referred 
to as the intensity of cropping. It is usually found out by 
dividing the number of acres of crops raised by the number 
of acres in the farm. In order to express it in the form of 
a percentage this quotient is multiplied by 100. 

This factor is very closely related to the type or system 
of farming. But, generally speaking, a more intensive use 
of land is made near about the towns and under irrigated 
conditions than in far-off places in the country and under 
unirrigated conditions. Whilst this is the general trend, 
the variation in intensity from one farm to another in a 
particular locality is also met with. As would naturally 
be expected, an intensive use of land is likely to yield 
higher gross return than its extensive use. 

Factors Affecting Outturns of Crops. 

The usual way of producing agricultural products most 
economically is by following practices that are favourable 
to high yields. Some farmers are, however, handicapped 
in obtaining high yields by the low natural fertility of their 
land. Lighter rain in some parts of the country than in 
others or difference in the nature of climate and season are 
also responsible for a part of differences in crop yields 
amongst various farmers. Similarly differences in the 
facilities and amount and nature of irrigation water from 
one holding to another in areas of low rainfall account for 
differences in crop yields to a great extent. The other prin¬ 
cipal factors favourable to high yields are: regular use 
of fertility restoring crop rotations, well-preserved farm- 
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yard manure and suitable fertilizers, and disease-free seeds 
of high yielding and good quality strains; combating diseases 
and insect pests by approved methods or practices, and 
careful timing of various farm operations. 

The personal attention of the farmer is an important 
factor that affects the efficiency of the agricultural produc¬ 
tion. In addition to the proper selection and combination 
of various crops that will result in a desirable seasonal dis¬ 
tribution of labour, the individual farmer must look into 
the day-to-day details of his labour force—men as well as 
bullocks. The object of this day-to-day management is to 
use the labour, which is one of the most important items of 
expenditure, in the most economical or efficient manner. 
Certain tasks on farms must be performed at definite times, 
whereas others may be done within seasonal limits and still 
others at any time of the year. The farmer who most care¬ 
fully fits together various classes of work will find fewer 
and less serious peaks of his labour demand and will distri¬ 
bute this demand most uniformly throughout the year. 

The outturns of various farm crops are also affected to 
some extent by the input of manual and bullock labour. 
This in turn depends to a large extent on the type of farm¬ 
ing, size of business, size, shape and arrangement of indivi¬ 
dual plots, intensity of the use of land, condition of land, 
nature of water supply, and season. From the point of 
view of high yields, the proper time and right manner of 
carrying out various agricultural operations are quite as 
important as the total input of labour. 

For successful farming, efficient marketing of agricul¬ 
tural products is also as important as efficient organization 
and management of production from land. The profits of a 
well managed farm may be easily eaten up by poor 
marketing. 

Level of Prices. 

Income from land varies with the prices received; 
higher the prices, higher the income and vice versa. Change 
in price level is, however, an important cause of variation 
in income from year to year; variation in income from hold- 

F. 8 
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ing to holding within a given locality in a certain year is 
more largely aflfected by quantities or outturns rather than 
prices received. 

Prices are largely out of the control of an individual 
farmer, but he, who carefully watches their trend and sells 
his produce at the right time and place, comes out better 
them the one who sells thoughtlessly and carelessly. 

Distance from the Market. 

The distance, nature of roads and means of communi¬ 
cation between the holding and the market exercise their 
influence on income by affecting the prices received. These 
factors have also considerable influence on the type and 
system of farming and may thus affect the income in an in¬ 
direct manner as well. 

Factors Selected. 

From the above discussion it is obvious that there are 
numerous factors which affect income from farms. In our 
present study, however, some factors are not likely to have 
any effect on gross income variation, because all the hold¬ 
ings studied are situated in one village and are following 
exactly the same type of production. The distance of all 
these holdings from the market is also the same. Thus 
factors 1 and 6, i.e., “ type of farming ” and “ distance 
from the market and nature of roads and means of commu¬ 
nication,” are not likely to have any effect on gross income 
variation from holding to holding. By taking data for all 
these holdings for the same period the influence of factors 
5 and (iv) under 4 has also been eliminated. As said 
before, each tenant works under the close supervision of an 
expert farm manager and mukaddams (farm overseers). 
Consequently factors (ii), (iii), (v), (vi), (vii), (ix), and 
(x) are not likely to influence the outturns of crops and 
thereby the gross income variation on different holdings. 
As would naturally be expected, the fertility of land must 
vary not only from holding to holding but also from plot to 
plot. The best way for measuring fertility variation would 
he to carry out a detailed (chemical and mechanical) exami- 
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nation of different types of soils on each holding, but for 
practical purposes usually the yields of crops are taken as 
an index of fertility. The defect in a measure worked out 
from outturns is that yields are influenced not only by ferti¬ 
lity of land, but also by many other factors mentioned above. 
At Risalewala Farm, however, other factors besides input 
of labour are similar on different holdings; they are, there¬ 
fore, not likely to influence crop yields variation to any 
appreciable extent. Of the crops that are grown here, wheat 
is the most important. It occupies nearly 45 per cent of 
the area every year. G)tton is also important crop. 
But some tenants are growing American cotton, some ‘ Desi ’ 
cotton and some both. Toria (the Brasica napus var 
Dichotoma) the third important crop is rather tricky. A 
slight change in sowing time affects its yield considerably. In 
view of these facts only wheat yield has been taken in this 
study as a measure of fertility. 

Thus for the purpose of this analysis only the follow¬ 
ing factors were available:— 

1. Size of holding. 

2. Intensity of cropping. 

3. Wheat yield. 

4. Input of man days. 

5. Input of bullock days. 

6. Gross return. 

There are five independent factors to be considered and 
the problem is to determine the relation of gross return to 
each of these factors. 

The Double-Frequency Table. 

The first and simplest of various analytical devices is 
the double-frequency table. It is prepared by classifying 
the records according to the values of an independent 
factor and then noting them down in a tabular form. 
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In the present study 5 independent factors are involv* 
ed; accordingly 5 tables, given at the end, have been pre¬ 
pared for this purpose. 

Table 1 shows the relation between the size of holdings 
and gross return per acre. In the case of holdings below 
12'9 acres, the average gross return was Rs. 75’5, whereas 
it was only Rs. 61 9 for holdings between 13 and 17‘9 
acres. After this fall, there is increase in gross return with 
increase in size. For all holdings below 17‘9 acres (all one- 
plough holdings) the gross return was Rs. 63'7, whereas for 
others (all two-plough holdings) Rs. 69'6, suggesting, there¬ 
fore, that gross return per acre increases as the size of 
holding increases. Whilst this is the conclusion one would 
arrive at after studying this table, we will see how far this 
conclusion holds good in the co-relation study later on. 

Table 2 brings out the relation between the intensity of 
cropping and the gross return per acre. The figures indi¬ 
cate that there is not a well marked association between the 
two factors, although the general trend is that of increase 
in gross return with increase in intensity. 

The relation between wheat yield and gross return per 
acre is shown in Table 3. From the figures it is obvious 
that there is a direct and very close relationship between the 
two factors. With wheat yield under 15’9 maunds per acre 
the average gross return is Rs. 55 3 and with over 26 
maunds Rs. 94 2. On an average with every maund in¬ 
crease in wheat yield the gross income increases by about 
Rs. 4 per acre. 

The next two tables, i.e., Table 4 and 5 show rela¬ 
tionships of input of manual and bullock labour separately 
with gross return per acre. While there is a progressive 
increase in gross income with increased input of manual 
labour, the relationship of input of bullock labour with the 
gross return is not well marked. It is on the other hand 
erratic, there being first increase and then decrease followed 
by a further progressive increase in gross return with in¬ 
creased input of bullock labour. 

The above analysis clearly shows the importance of 
high wheat yields, rather high fertility of lands in obtain¬ 
ing high returns. But it must be noted that in this analysis 
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the relationship of eadi independent factor with the depen¬ 
dent variable has been worked out without considering the 
effecj of other variables. This condition would be true only 
when there is no correlation between various independent 
factors. This, however, is not correct, as each of the inde¬ 
pendent factors, as shown later, is correlated to a greater or 
less extent with other independent factors; simple tabulation 
would, therefore, not give valid results. 

Sub-sorting. 

Multiple influences can be removed to some extent by 
sub-classification, i.e,, separating records first into groups 
according to one factor and then sub-sorting each of these 
groups according to the value of other factors. This, of 
course, requires enough observations. In the present case 
there are 5 independent variables. If groups were made, 
sorting according to each factor in all the 5 classes 
3125(5)° groups might be required. Obviously sub-classifica¬ 
tion will not give the desired results especially where there 
are so many factors to be considered and where the number 
of observations is relatively so small. 

Statistical Analysis of the Relations. 

For separating the effect of each variable when many 
independent factors are varying simultaneously the mathe¬ 
maticians have devised the method of correlation. By this 
process an equation can be worked out which comes quite 
close to expressing the true relations. No doubt production 
from land is a very complicated process and the total effect 
of various factors acting jointly cannot be definitely broken 
up into so much due to one factor plus so much due to 
another and so bn, but this is the only way of handling this 
problem. This will, therefore, be now taken up. 

For statistical analysis, the factors previously enumerat¬ 
ed are expressed in the following terms:— 

Xi Size of holding in acres. 

X 2 Intensity of cropping expressed in percentage. 

Xs Wheat yield per acre in maunds. 
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X 4 Manual labour input per acre in days.* 

Xs Bullock labour input per acre in days.* 

Xe Gross return per acre in rupees. 

All of the factors were in terms of averages for 3 years 
for the individual holdings. 

The correlation of each variable with other variables 
were determined and the results obtained are presented 
below:— 


Factors 

correlated. 

Xi 

Size of 
holding: 
(acres). 

T 

Intensity 
of crop¬ 
ping (per¬ 
centage). 

X 3 

Wheat 

yield 

(per 

acre). 

X4 

Man days 
(per acre). 

X 6 

Bullock 
days (per 
acre). 

Xe pross +*2501 

return (per acre). 

+ •3103 

+•8754 

+ •1744 

+ *0434 

Xi 

... 

-•3219 

+ •3614 

+ 0360 

+ 0181 

X 2 

... 

... 

+ •0929 

+ *1982 

+ •0729 

X3 

... 

... 

... 

+ •3542 

+•3021 


X4 - . +'8918 

The reliability of a given coefficient depends upon the 
size of the coefficient and its probable error. With 36 
records a correlation coefficient of zero would have a prob¬ 
able error of ±'1124. A statistical coefficient is usually 
regarded as significant if it is more than 3 times and highly 
significant if more than 4 times the size of its probable error. 
Any correlation of d='3372 or greater may be regarded as 
probably not due to purely chance observations. It will, 
therefore, be observed from the above figures, that gross 
return shows a highly significant relation with wheat yield. 
The correlation coefficient with the intensity of cropping is 
only ±'3103; it cannot be regarded as significant. The 
size of holding, man days and bullock days, have correla¬ 
tions of much smaller size than the value of significant 
figures, viz., 4-‘2501, -t-'1744, -f-'0434 respectively. 
Apparently it seems that these factors have not influenced 
the return to a considerable extent. 


* A day is considered equivalent to 8 hours’ work. 
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It will further be interesting to see the correlations 
between various independent factors. The size of holding 
has just a significant correlation of +'3614 with wheat 
yield, but a negative correlation, viz.^ —*3219 with intensity 
of cropping. With man days and bullock days the correla¬ 
tions are just above zero, indicating thereby an absence of 
any association between the size of holding and the labour 
input. The relations of intensity of cropping either with 
wheat yield or with man days or bullock days is too small 
to indicate any significance. Wheat yield shows just a 
significant relationship with man days, viz,, +*3542, but its 
relation with bullock days is somewhat lower than the sig¬ 
nificant limit. As will generally be expected the manual 
labour input has a very highly significant correlation with 
bullock labour input. It is because in a great number of 
agricultural operations men and bullocks work together. 

From the simplers no idea can be formed about the 
extent of influence exerted on the gross return by all the 
factors considered. Moreover, coefficients of various inde¬ 
pendent factors with the dependent variable, i.e., gross return 
do not make any allowance for the effect of mutual relation 
between themselves. This may, therefore, obscure the true 
relationship. 

The degree of correlation between the dependent and 
several other variables can be measured by working out the 
Multiple Correlation Coefficient, z.e., R. The process in its 
calculation is somewhat analogous to the algebraic process of 
solving simultaneous equations, the number of equations to 
be solved depending upon the number of unknown conso¬ 
nants. In the present case there were 5 constants and 
coefficient worked out to *9390. The lowest significant 
value of R with 6 variables and 30 degrees of 
freedom is *545; whereas the lowest highly significant value 
is *618.’*' This value of R indicates that it is highly signi¬ 
ficant and that the variables considered included or repre¬ 
sented 88*17 per cent of all the factors causing differences 
in gross return of Risalewala holdings. Or in other words 

* Correhtion and Machine Calculation by H. A. Wallace and 
G. W. Snedecor, p. 63. 
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it has been possible to account for nearly 88 per cent of the 
variation in gross return through the statistical analysis of 5 
independent factors. 

Importance of Various Factors. 

The extent to which each of the several variables is 
responsible for variation in income on these 36 holdings 
may be measured from the co-efficienls of determination. 
Accordingly the standard regression coefficients and co¬ 
efficients of determination for various independent factors 


are given below:— 





Variable. 

Symbol. 

Standard 

regression 

co-efficient 

Co-officient 
of determi¬ 
nation. 

Percen t- 
age. 

Size of holdiriff 

Xi 

-0102 

- 26 

-•29 

Intensity of cropping. 

X2 

+ •2216 

+6-88 

780 

Wheat yield 

X3 

+ •9227 

+ 80*78 

91-62 

Man days 

X4 

+ -IB71 

+ 2-39 

2-70 

Bullock days 

Xs 

-•3734 

-1*62 

-1*84 


Total 

1-6650 

8817 

100-00 


Some of these factors have positive determination and 
others show negative “ determination.” This means that the 
effect of some of the factors considered on gross return is 
on the average in the opposite direction from the joint effect 
of all factors and their porion of determination ” is a 
deduction from the contribution of other factors. In inter¬ 
preting the significance of co-efficients of determination, signs 
are ignored because the relative significance of a particular 
factor is the same regardless of sign. 

The results indicate that the differences in wheat yield 
from holding to holding are the most significant differences 
in any of the variables considered as possible causes of vari¬ 
ation in gross return. This factor alone accounts for nearly 
81 per cent of the variation in gross return or 91*62 per cent 
of the accounted for variation. The other factors considered 
are not of much importance, the intensity of cropping and 
man days accounting for only 7*80 and 2*71 per cent 
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accounted for variation in gross return respectively. The 
net effect of the remaining two factors was negative. In the 
preliminary analysis these factors showed positive correla¬ 
tion, though not significant, with gross return, but after eli¬ 
minating the effect of other factors, their influence has been 
found to be in the opposite direction. 

Conclusions. 

To be more specific these results may be expressed in 
the multiple regression equation thus:— 

Xc = —*0153 Xi+ 3945 X 2 —3*3461 X 3 + 4676 X 4 
—2*9173 X 5 —21*0175. 


This means that the average increase in gross return per 
acre as associated with an increase of one unit in each inde¬ 
pendent variable is as follows:— 



Unit of 

Average in¬ 

Independent Variable. 

measure¬ 

ment. 

crease in 
gross return 


per acre. 

Rs. 

Size of holding 

• • • Acres 

~ 0/0/2*9 

Intensity of cropping 

••• per ceilt,‘'‘ 

+ 0/6/3-7 

Wheat yield per acre 

• ' maunds ♦ • 

+ 3/5/6-5 

Man days per acre 

•' • days 

-f 0/7/5-8 

Bullock days per acre 

»• • days 

-2/14/8*1 


With every acre increase in the size of holding the gross 
return per acre is depressed to an extent of about 3 pies. 
The bullock labour also shows negative correlation, the de¬ 
pressing effect being to the extent of about Rs. 2-14-8 per 
acre for every-day increase in bullock labour input per acre. 
On the other hand with every maund increase in wheat yield 
per acre gross return increased by Rs. 3-5-7 per acre whilst 
with intensity of cropping and man days these increases 
amounted to about Re. 0-6-4 and Re. 0-7-6 per acre respect¬ 
ively. The importance of high fertility of land for success¬ 
ful farming is obvious. It was the most important factor 
that affected gross return from various holdings at Risalewala 
F. 9 
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Agricultural Farm. Labour factor (man and bullocks) 
which is also known to influence the gross return to a great 
extent was not of much importance on these holdings. 
Probably it is due to the fact that the tenants whose accounts 
have been analysed were working under similar conditions 
under the strict supervision of the farm manager and that 
even the least efficient tenant put in the required quantity of 
bullock labour. Whilst this may be true on holdings 
studied, under ordinary farm conditions labour is an impor¬ 
tant factor affecting gross return from land and making 
proper use of available labour is essential for successful 
farming. 

It may be noted here that the discussion in the present 
study has been limited to the linear relationships only. It 
is, however, quite obvious that such analysis makes no provi¬ 
sion for the optimum size of the operation for given cir¬ 
cumstances and does not take into consideration the principle 
of diminishing returns. The determination of exact curvi¬ 
linear relation between the independent and the dependent 
variable while simultaneously eliminating the effect of others 
which will effect the dependent variable, is the most impor¬ 
tant feature in an economic investigation connected with 
agriculture and deserves a careful and detailed study in a 
separate paper. 

Summary. 

Every study of farm incomes reveals a wide variation 
amongst farmers working even in the same locality. The 
purpose of this study was a statistical analysis of some of 
the causes of these variations. 

Data for this study were obtained from farm accounts 
and labour records of 36 tenants at the Risalewala Govern¬ 
ment Agricultural Farm near Lyallpur for the years 1934- 
35, 1935-36, 1936-37. 

The tenants work under the direct and close supervision 
of an officer of the Punjab Agricultural Department and 
follow approved system of cropping and methods of tillage, 
use improved seeds and combat insect pests and diseases as 
advised, etc. 
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Wheat, cotton, and toria are the important crops grown 
on this farm which is used mainly for the multiplication of 
improved seeds of wheat and cotton. The sale of produce 
is made through the farm manager. 

The land is all deep alluvial of a fairly high degree of 
fertility and is irrigated by canal water throughout the year. 

In general, the holdings studied are better managed than 
the ordinary farmers’ holdings. Their average size was 
20'8 acres ranging between 8’4 and 31‘6 acres. 

The average gross return per acre for all these holdings 
during the three years’ period ending 1936-37 was Rs. 67T. 
The range of variation for individual holdings was from 
Rs. 47 4 to Rs. 94 2. 

Some individuals had consistently high or consistently 
low returns, whereas others varied in their relative rankings 
from year to year. 

The five factors available for statistical study on this 
farm were: (1) Size of holdings; (2) intensity of cropping; 
(3) wheat yield per acre; (4) man days input per acre; 
(5) bullock days input per acre. 

The multiple correlation (R) between the gross return 
per acre and 5 other variables worked out to '9390. The 
value of this correlation is highly significant and indicates 
that the variables considered account for nearly 88 per cent 
of factors causing variation in gross return per acre on 
these holdings. 

The multiple regression equation worked out to be:— 
x„ = — 0153x1 + •3945 x3+3-3461x34- 4676x4 

—2 9173x5—21 0175. 

Thus the average increases in gross return per acre as 
associated with an increase of one unit in each of the 5 in¬ 
dependent variables are Rs. -/-/3, -f- -/6/4, + 3/5/7, 
+-/7/6 and —2/14/8 respectively. 

The size of holding has a depressing effect on gross 
return per acre. Its magnitude, though, is very small. 

Holdings with higher intensity of cropping gave higher 
returns per acre, the average increase being only Re. -/6/4 
per acre with 1 per cent rise in intensity. 
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Wheat yield (an index of fertility) is the most impor¬ 
tant factor affecting gross returns. On an average the 
returns per acre increased by Rs. 3/5/7 with every maund 
increase in wheat yield per acre. 

Holdings with higher input of manual labour obtained 
higher gross return, die increase being Re. -/7/6 for in¬ 
crease in men days per acre for one day. 

The bullock labour showed negative correlation with 
gross income. This is contrary to expectation. But probab¬ 
ly it is due to the better management of the farm. On the 
ordinary farms this factor must assume great importance. 
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Table I 

Showing relation between size of holdings and 
gross return per acre. 


Number with specified gross return 



No. of 
hold¬ 
ings. 

Rs. 

40- 

49*9 

Rs 

50- 

59*9 

per acre. 

Rs. Rs. 
60— 70- 
69 9 79 9 

Rs. 

80- 

89*9 

Rs. 

90 and 
over. 

Aver¬ 

age. 

8*0 to 12*9 acres 

8 

... 

... 

2 

... 

1 

... 

Rs. 

70*5 

13*0 to 17*9 acres 

12 


4 

6 

2 

... 

... 

61-9 

18*0 to 22*9 acres 

4 

... 

2 

... 

1 

1 

... 

67*0 

23*0 to 27*9 acres 

15 

1 

3 

3 

5 

2 

1 

69*4 

28 0 acres and 
over. 

2 


... 

... 

2 

... 

... 

70*1 

Ail 

36 

1 

9 

11 

10 

4 

1 

67*1 
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Table II 

Showing relation between intensity of cropping 
and gross return per acre. 

Number with specified gross 
return per acre. 



No. of 
hold- Ra. 

Rh. 

Ra. 

Rs. 

Rs. 

Rs. 

Aver¬ 

age. 


ings. 40— 

50- 

60 

70- 

80- 

90a 


499 

59-9 

G9*9 

79 9 

899 

over 

Rs. 

Under 89 9 per cent. 

1 1 


... 

... 

... 

... 

47-4 

90 0 to 94*9 per cent. 

1 

... 

1 

... 

... 

... 

64*9 

95*0 to 99*9 per cent. 

7 ••• 

1 

2 

4 

... 

... 

700 

100*0 to 104*9 per cent. 

11 •. 

4 

G 

... 

... 

1 

63 7 

105*0 to 109 9 per cent. 

13 

4 

1 

5 

3 

... 

68 5 

Il0*0 to 114*9 per cent 

2 •. 


1 

I 

... 

... 

712 

115*0 and over 

1 ••• 


... 


1 

•• 

80-0 

All 

36 1 

9 

11 

10 

4 

1 

67*1 


Table III 

Showing relation between wheat yield per acre 



and gross retirni per acre. 

Number with specified gross 
return per acre. 

No. of 

hold- Rs. Rs. Rs. Rs. Rs. Rs. 

Aver¬ 

age. 


ings 

40- 

50- 60- 

70— 

80- 

90& 

Rs. 

Under IS^S 

maunds, 5 

49*9 

59-9 69 9 

4 1 

79-9 

89-9 

over. 

Rs. 

55-3 

16 to 17*9 

maunds. 8 

1 

5 2 

... 

... 


580 

18 to 19*9 

„ 8 

... 

7 

1 

... 


662 

20 to 21 9 

9 

... 

1 

7 

1 


73-3 

2210 23*9 

„ 2 


. 

1 

1 


75-2 

24 to 25-9 

3 

... 

. 

1 

2 


805 

26 and over „ 1 

... 

. 

... 

... 

1 

94*2 


AU 


36 1 9 11 10 4 1 671 
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Table IV 

Showing relation between man days per acre 
and gross return per acre. 

Number with specifietl gross return 


per acre. 



No. of 
hold- 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 


Aver* 


ings. 

40- 

50- 

CO¬ 

70- 

80- 

90<fe 

age. 



49 9 

599 

CO 9 

79 9 

89*9 

over. 

Rs. 

15 to IG‘9 days 

4 

... 

2 

1 

1 

... 


00’9 

17 to 18*9 days 

7 


2 

2 

8 

... 

... 

CC 1 

19 to 20*9 days 

8 

1 

2 

2 

1 

1 

1 

C6 4 

21 to 22*9 days 

6 


2 

2 

2 



GC4 

23 to 24*9 days 

7 


1 

8 

2 

1 

... 

C9*0 

25 and over 

4 



1 

1 

2 


74 4 

All 

80 

1 

9 

11 

10 

4 

1 

C71 


Table V 

Showing relation between bullock days per acre 
and gross return per acre. 


Number with specified gross return 



No. of 
hold, 
ings. 

Rs. 

40— 

49*9 

Rs. 

50- 

59*9 

per acre. 

Rs. Rs 
60- 70- 
699 79-9 

Rs. Rs. 
80- 90 & 
89*9 over. 

Aver¬ 

age. 








Rs. 

Und«*r 6'9 dnj's 

1 

... 

1 


... 


52-6 

7 to 7'9 „ 

8 

... 

2 

2 

3 

1 

691 

8 to 8 9 „ 

5 

1 

1 

2 

1 

. 

609 

9 to 9 9 „ 

11 

... 

5 

3 

2 

1 

644 

10 to 10-9 „ 

9 

... 

... 

4 

3 

2 

720 

11 days and over 2 

... 

... 

... 

1 

1 

75-2 

All 

36 

1 

9 

11 

10 

4 1 

671 
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Data obtained from the accounts of the Government 
Agricultural Farm, Risaleimla 


(Averages for the years 1934-35 to 1936-37) 


Holding No. 

Size of 
holding 

a 

4 yield 
acre 
inds). 

lays per 
(days). 

lock days 
r acre 
ays) 

i income 
acre 
pees). 


acres. 

S ® 

S j.. «s 


So 



^ g 

^ 9^ £ 

§ « 


O gcd 



C « 

►—1 


g" 

cS 

o 


Xi 

X2 

X3 

X4 

X5 

Xe 

1 

31 6 

980 

20*1 

16 7 

7‘0 

75*4 

2 

28*1 

985 

24-2 

17 9 

7*9 

76*8 

3 

27-9 

99 6 

20*3 

17*6 

73 

74*9 

4 

27 9 

104 0 

16*0 

20 5 

9*6 

58 7 

5 

2£ 8 

105 1 

201 

21*5 

96 

70*0 

6 

27*8 

101‘9 

17*4 

22*2 

9*8 

59*6 

7 

27*7 

99 6 

21*1 

2i*9 

101 

73 8 

8 

277 

96-5 

18*8 

197 

8 5 

61*3 

9 

27*6 

951 

18*5 

21 2 

9*2 

68 4 

10 

27*6 

103 1 

16*4 

21*5 

99 

58*7 

11 

27 4 

105 7 

22 8 

19-0 

95 

803 

12 

:26 9 

1044 

26*2 

19 9 

78 

94*2 

13 

267 

106*5 

20*4 

23 3 

10*3 

71*0 

U 

362 

88 2 

17 8 

19 2 

8*5 

47*4 

15 

261 

107*8 

22*7 

26-5 

11*2 

70*3 

16 

25 2 

106 9 

251 

25*4 

10*8 

84*3 

17 

241 

104*6 

20 7 

24 6 

10*0 

68 4 

18 

22-8 

103*4 

15*7 

20*6 

9*1 

52*0 

19 

219 

114*3 

20*0 

243 

10-5 

75*8 

20 

20-6 

105 0 

24*3 

23*4 

10*6 

804 

21 

19 9 

99*2 

17*4 

24 7 

9*8 

59 7 

22 

141 

105*7 

14*9 

168 

7*9 

53*3 

23 

141 

106*9 

15 9 

16 8 

8*3 

54*1 

24 

140 

106*5 

15*9 

18*3 

7*4 

56 5 

25 

13*9 

103*1 

15*0 

16*3 

72 

60 7 

26 

13*9 

102 5 

17-3 

17*1 

6*8 

52*6 

27 

137 

107-4 

18 2 

186 

80 

72-7 

28 

13 7 

101*5 

17-5 

17*9 

7*1 

60 6 

29 

137 

1081 

20 5 

196 

9*6 

70*8 

30 

137 

103*2 

19 0 

18*2 

84 

68*9 

31 

137 

106 4 

196 

217 

92 

677 

32 

13*5 

1009 

187 

26 2 

10’6 

62*8 

33 

13*5 

102*9 

19*2 

23 9 

9*8 

62*6 

34 

12-6 

113*6 

17*8 

20*6 

10 5 

66*6 

35 

11'9 

90 2 

19*1 

23*6 

10*2 

64*9 

36 

8*4 

1159 

204 

23 3 

11-6 

80*0 


747-9 

3722-2 

695-0 

752-5 

329*6 

2416 2 

M 

20-775 

103-3889 

19-306 

20-9028 

91556 

67*117 
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MARKETING OF AGRICULTURAL PRODUCE 


BV 

Dr. a. L Qureshi. 

Since the Great War the problem of marketing of agri¬ 
cultural produce has risen into great prominence and it is 
rightly believed by many cultivators that the major problems 
of agriculture today are marketing problems. The credit 
provided to the farmer for making improvements in his land 
and for practising intensive agriculture or for adopting 
better quality of seed, will be of little use to him if he is 
unable to realise a higher price for the better commodity 
that he produces, or as an extreme case is not able to realise 
a price which should cover all his expenses of production. 

In most countries serious objections have been raised 
against the system of private marketing which is the present 
prevailing system in the majority of countries in the world. 
This system involves, it is said, an unnecessarily large num¬ 
ber of intermediaries through whom a commodity passes 
before it reaches the final consumer, and as a result the 
cost to the consumers increases to a very considerable extent, 
without benefiting the producer. This system is objected to 
both by producers and consumers. With the development of 
industrial economy and the growth of working classes 
who had to buy all their requirements from the retail shops 
the burden of the middlemen’s charges came to be felt 
more and more and it was to lessen this burden that the 
consumer’s co-operative purchase societies were started in 
the western countries and since then have grown more 
tremendously. 

In India until the end of the last century the problem 
of marketing was not an acute one as the majority of our 
population lived on subsistence economy. The agriculturists 
were growing their crops more with a view to consume 
than with a view to dispose it of in the markets. But the 
situation has changed since and the change is still going on. 

343 
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The introduction of money crops has necessitated their sale 
in the market and as a result the problems of markets have 
to be faced and solved. 

In India the price received by the producers is altogether 
out of proportion to the price received by the middleman. 
Recently a good deal of propaganda has been carried out to 
impress on the farmers the desirability of growing fruit. 
Growing of fruit is an expensive type of cultivation and 
requires much outlay and capital expenditure, and it is only 
fair that the farmer who undergoes all this expense and 
trouble should receive adequate share of the consumer’s 
rupee spent on the purchase of fruit. But the actual ex¬ 
perience tells us a very different story. In the Bombay 
Presidency where a good deal of fruit is grown by the 
farmers for the market we find that the difference between 
the percentage received by the producers and the sale-pro¬ 
ceeds realised by the middlemen is very great indeed. 


Place 


Poona 
»» ... 
Nagar ... 
Nasik 


Percentage of sale- Percentage of sale- 
Fruit proceeds received proceeds received 



by producer 

by middleman* 

Guava 

33-6 

66-4 

Orange 

53-t) 

46'6 

Mosambi 

L’81i 

71-4 

Papaya 

36-9 

631 


The above figures hardly require any coninienl. We find 
that in the case of Nagar Mosambies the producer gets only 
28‘6 of the consumer’s hundred rupees spent on the pur¬ 
chase of fruit while various intervening agencies absorve 
71 4 per cent which is approximately about three times the 
share of the producer. It is quite clear that in a poor 
country like India these heavy marketing expenses not only 
rob the producer of his share but also discourage the con¬ 
sumption of more fruit in the country owing to increase in 
the price. 


* B. B. Mukerjee, Agricultural Marketine in India, p. 12 
(Thacker Spink, Calcutta). 
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It must not be understood that we are denying the value 
of the services rendered by the middlemen. Far from it. 
Marketing is a very difficult job and requires great deal of 
skill, intelligence and a considerable amount of risk, and 
the persons or agencies who undertake these functions must 
be paid. What we are suggesting is this that the private 
middlemen charge more than what they should considering 
all the risks. Their services are very expensive to the com¬ 
munity and the burden of their charges cannot be adequate¬ 
ly borne by the agricultural commodities. 

The objections raised by the farmers against middlemen 
are not altogether without foundation. Inquiries have been 
made by the International Labour Office, Geneva, and by 
other agencies and individuals to show the difference between 
the prices of goods handled by private shopkeepers and co¬ 
operative stores, and these inquiries confirm the belief that 
the goods handled by the co-operative stores are cheaper and 
in many cases better than the goods handled by private 
shopkeepers. 

The Swedish Government’s Enquiry Respecting the 
Profits of Middlemen in the Food Trader 

A Commission was appointed by the Swedish Govern¬ 
ment in June 1920 to enquire into the operations of middle¬ 
men in the food trades, which presented a report during the 
summer of 1922. 

The enquiries of this Commission dealt normally with 
the nature and quantity of the articles consumed, and the 
organisation of the wholesale and retail trade, and the 
wholesale and retail prices; but a comparison was also made 
in the Commission’s report between the prices charged 
by co-operative and private traders, which is to the advantage 
of the former; and this fact led the Commission in its con- 

2 For the following information I have freely used the Docu¬ 
mentation of the International Labour Office, Geneva : Results ol 
certain of the Enquiries instituting a comparison between the 
retail prices in private trade and those of distributive (^o-opera- 
tive Societies. 1926. Pp. 20-21. 
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elusions, and even in its recommendations, to pay a tribute 
to the value of the co-operative movement. 

The comparisons in the following table deal with the 
price of bread in co-operative societies and among private 
traders at Stockholm and Gothenburg: 


Stockholm Gothenburg 


Co-opera¬ 

Others 

Co-opera¬ 

Others 

tive 


tive 


Bakeries. 


Bakeries. 


Ore per 

Ore per 

Ore per 

Ore per 

kg. 

kg. 

kg. 

kg. 

White bread (Praukst 99 

1()8 

118 

129 

brod). 




Brown bread leavened 90 

105 

88 

110 

with sweet leaven 




(Sotlimpa). 




Brown bread leavened 64 

82 

42 

55 


with yeast (Surliinpa). 

In the chapter dealing with the proposed measures for 
remedying the difficulties inherent in the operations of middle¬ 
men in the food trades, the Commission expresses itself as 
follows: 

“It is clear that Consumers’ co-operation offers a 
vigorous defence against the tendencies of 
private trade to combine in order to keep up 
j)rices artificially. Many examples could be 
mentioned where large organisations of shop¬ 
keepers have been forced by the co-operative 
society to pull down their prices—an act which 
the association between them otherwise would 
have prevented. The great importance of the 
co-operative movement in this respect has been 
proved in a remarkable degree, particularly 
during the period of depreciation, when the co¬ 
operative societies, as a rule, have been the 
first to cut down prices.” 
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There is good deal of evidence on record to show that 
not only the prices charged by the co-operative societies to 
the consumers are lower than the prices charged by the 
private traders, but also that the co-operative societies have 
been able to bring about reduction in the prices of commodi¬ 
ties handled by private trade. The following example 
is taken from Hungary. It gives besides comparisons of 
prices of meat in the butchers’ shops and in the co-opera¬ 
tive societies of Kishunhatlas in 1925, the prices charged 
by the butchers at the time when the local co-operative 
society first opened its shop, and prices some months 
later. 

Price of a Kilo of Meat in Hungarian Crowns. 

February 1925 August 1925 

Price Price Price Price 

Charged by charged by charged by charged by 
butchers. Co-op. Soc. Co-op. Soc. butchers. 


Beef 

28 

20 

18 

20 

Veal 

32 

20 

22 

26 

Mutton 

28 

20 

18 

20 

Pork 

32 

24 

26 

30 


It will be seen that the co-operative society from the first 
charged prices considerably lower than those of the butchers, 
and that the latter were obliged to reduce their prices by 20 
per cent on an average. Even after this reduction, the 
prices of the co-operative society were still lower than those 
of the butchers. 

From the above table it is quite evident that the con¬ 
sumers co-operative societies have not only benefited the 
public directly by charging a lower price but have also suc¬ 
ceeded in bringing down the general level of prices. The 
other great advantage in dealing with the co-operative so¬ 
cieties is that the consumer is assured of the quality and the 
weight of the conunodity that he purchases. 
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As regards the consideration of differences of weight 
in comparisons of prices, the following example shows the 
results of an enquiry made in Cologne in reference to bread. 

Eight loaves were purchased in bakers’ shops and indus¬ 
trial bakeries of the first class. Loaves of the same kind, 
baked on the preceding day (as with the other loaves pur¬ 
chased), were taken indiscriminately from the batches of 
the Hoffnung ” Co-operative Society. The price was the 
same in all cases, namely, 55 pfg. per loaf. A careful 
weighing showed that one of the loaves purchased weighed 
1,215 grm., three others, 1,200 grm., each, three others 
1,170 grm. and the eighth 1,150 grm., which makes the 
price per pound respectively 23*91, 23*50, and 22*91 pfg., 
or an average of 23*22 pfg. Half the loaves of the 
Hofl'nung ” Co-operative Society weighed 1,330 grm., 
three loaves were slightly lighter (in no case by more than 
10 grm.) and the eighth was heavier (1,340 grm.). These 
weights, when brought into relation to the price, make the 
average price per pound 20*68 pfg. The difference between 
the two real average prices was therefore 2*54 pfg. per 
pound, that is to say, the price of the loaf was 12*19 per 
cent, higher in the case of the private bakers than in the 
case of the co-operative society. 

Some enquiries, by the manner in which their results 
are published, make it possible to combine the dillerences 
of prices and the differences of weights ascertained. An 
example of these is the sounding carried out on May 19, 
1926 by the “ Volkskrafl ” Co-ope^rative Society of Erfurt. 
The comparisons related to 25 articles of current consump¬ 
tion taken from two retailers and from the Co-operative So¬ 
ciety. The total weight of these articles was 8 kg. 210 grm. 
at the Co-operative Society, 7 kg. 906 grm. in the case of 
retailer /\ and 8 kg. 062 grm. in the case of retailer B. The 
amount of the purchases was 9*38 marks at the Co-operative 
Society and 11*39 marks and 9*69 marks from retailers A 
and B respectively. In other words, after deducting the 
dividend of 3 per cent, on the prices paid to the Co-operative 
Society, the cost of the purchases from retailer A was 25 
per cent, and from retailer B 6*5 per cent, higher than at 
the Co-operative Society. 
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Inquiries have been made in India regarding the sellers’ 
expenses in a co-operative commission shop and in local 
shops in the mandies for the sale of their crops and it has 
been found out that they have to pay at least 60 to 75 Y)er 
ct‘nl. more to the local shops than to the co-operative com¬ 
mission shop. 

The following table shows the sellers’ expenses in Lyall- 
pur Mandi for the sale of produce worth rupees one hundred: 


lieiTis 


Local Shops Co-operative 
Percentage Commission 
on Sale Shop, Ltd. 

Value. Percentage.^ 

Ils. a. ]) Rs. a. p. 


1. (V)mmisHion ... ... 0 12 6 0 H (> 

2. Pidledari (porteragi*) ... 0 3 i) 0 3 P 

3. Tolai (weighuierit) 0 3 0 0 3 P 

4. Chungi paid tobnyerV servants 0 13 0 13 

5. Brokerage (to buyer^s dalal) ... 0 13 0 13 

6. Shagirdi (to arhtia’s apprentices) 0 1 3 Nil 

7. Dhannau (charity' ... 0 13 Nil 

8. Gaoshala (charity) ... 0 0 3 0 0 3 

P. Changar (Sundry i)ayments in 0 12 3 0 3 0 

kind). 


Total ... 2 5 0 1 (> 3 

It is quite aj)|)arcnl from the above table that the al¬ 
legations of lh(' fariTicr are not altogether without founda¬ 
tion. The hca^y charges which he has to pay to the mid¬ 
dlemen are loo onerous for him and leave him very little 
margin of profit. On the other hand the consumer and 
especially the Indian consumer whose punliasing-power is 
very small indeed finds it almost beyond his capacity to buy 
even the most essential conveniences of life, owing to the 

^ S. A. Hussain, Aii,ricultural Marketin.^ in Northern India, 
p. 128 (George Allen Unwin, London). 
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considerable charges which he has to pay to the middlemen. 
The result is that the farmer is hit bothways. In the first 
place he gets a fractional share of the consumer’s rupees and 
finds it hard to meet his expenses and on the other hand 
owing to the paucity of demand he suffers again. The 
situation which exists in India today, did exist in the other 
countries of the world too and what they have done to im¬ 
prove their lot by co-operation would be of interest and 
benefit to India to study and presently we shall describe the 
part which co-operation has played in marketing the far¬ 
mer’s goods, and see what lessons it affords to India. But 
it must be realised that co-operation, however perfect it may 
be, cannot solve the entire problem though no doubt it makes 
the situation much easier. 

In the previous pages I have laid considerable 
stress on the important part which the consumers co¬ 
operative societies have played in the urban areas of most 
European countries. India being predominantly an agri¬ 
cultural country and the town life being far less important 
than the village life, our problem is to find some adequate 
agency to market the farmer’s produce and thereby achieve 
all those economies for our farmers which the consumer’s co¬ 
operative societies are achieving for the workers in the west¬ 
ern countries. Unfortunately the problem of agricultural 
marketing has not received the attention (until recently) 
which its very important nature deserves. No doubt there 
are marketing societies in the country here and there which 
are doing some useful work, but considering the magnitude 
of this problem these fade into insignificance, I am of the 
opinion that the present type of the co-operative marketing 
society in India is not suitable for this purpose. Isolated 
individual co-operative marketing societies cannot achieve 
any success until and unless they are linked with some 
powerful central organisation. It is extremely regrettable 
that we in this country are very slow to learn lessons. It 
is not long ago that we discovered that a small individual 
land-mortgage bank could not succeed very well without 
being linked to a strong central organisation. It is high 
time that we should apply the same experience to market¬ 
ing. Before outlining a definite scheme for the marketing 
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of agricultural products in India, I should like to substan¬ 
tiate my thesis by the experience of some British Dominions. 

These countries are producing for overseas markets, 
and it takes a long time before the proceeds of the sale arc 
received by the producers. Ordinarily the producers would 
have to wait to get their money until their goods reach the 
consumers. Generally it is not possible for the producers 
to wait for any such time. Besides waiting they will require 
finance for buying packages, packing paper, etc,, to send 
their produce to the overseas market. They will also have 
to pay expenses for cold storage. Perhaps it would be 
better for them to wait until market conditions are better. 
All this requires finance, otherwise the market will be glutted 
at the improper time with the resultant very poor returns. 
The big financial houses or banks find it very difficult to 
finance an individual. It is most convenient to them if they 
deal with a group or a society. Hence the remedy is co¬ 
operative marketing which results in various economies; 
dealing in bulk, they gain concessions from railways and 
shipping companies for freight and obtain credit on better 
terms from banks and financial houses. Societies can af¬ 
ford to build cold stores and effect economies by eliminat¬ 
ing unnecessary middlemen. In all these countries it has 
l^een very well realised by their respective governments that 
the prosperity of the country depends upon efficient market¬ 
ing, and they have taken a very active part in helping the 
cultivators to market their goods. 

It was realised from the beginning by these countries 
that in order to effect economies it is better for the co-opera¬ 
tive societies to join together. Realising this the big co¬ 
operative societies in the different States of Australia called 
a conference in 1918 with a view to linking themselves to¬ 
gether. 

His Excellency Sir Ronald Munro Ferguson, Governor 
General of Australia, who previous to his appointment as 
Governor General was a member of the Executive of 
the Scottish Co-operative Society for many years, 
remarked in his Presidential address that each State in 
Australia should have a Federation of all societie'^ in their 
respective areas and these federations should be united in 
F. 11 
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an All-Australia Federation. Thus a combined organisation 
would be able to finance the members by united action and 
would sell their produce in the best market and would buy 
at the wholesale prices from the cheapest market. His 
Excellency further remarked that for an agricultural orga¬ 
nisation to be successful it would be necessary for the indi¬ 
vidual to surrender a certain amount of the dignity of 
isolation and to grow the community soul ” to enable 
him to identify his interest with those of the whole district 
and of Australia. 

The success of the agriculturist depends upon the adop¬ 
tion of a triple policy, that is of combining individual initia¬ 
tive, scientific methods and collective organisation. No 
other industry stands more in need of combination than agri¬ 
culture for the very simple reason that the agriculturists are 
so spread about and that in this age when all other indivi¬ 
duals are organising themselves and joining hands to exploit 
others, the agriculturists cannot stand aside and watch their 
own ruin. The Conference was successful in its object and 
a Federation of the whole of Australia was formed and 
christened as the ‘‘ Australian Producers’ Wholesale Co¬ 
operative Federation, Limited.” The primary objects of 
the Federation are: 

(1) To establish a permanent connection between 

the various co-operative societies working in 
the Commonwealth of Australia for collective 
purchase of their recjuirements and the sale 
of their produce. 

(2) To create an organisation in the Continent and 

in Great Britain or in other countries for 
the sale of Australian goods and the pur¬ 
chase of their members’ requirements. 

(3) In the furtherance of the same object the Federa¬ 

tion was allowed to buy shares of such other 
Companies. 

(4) It is also the aim of this Federation to advance 

the cause of co-operation and secure repre¬ 
sentation for producers, upon various kinds of 
pools and such other bodies. 
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This Federation is registered under the Companies Act 
(Australia) of 1915 and has a capital of £1,00,000 which is 
divided into 10,000 shares of £10 each. Any co-operative 
association, society or company is eligible to make an 
application for shares and is required to contribute 3% of 
the paid-up capital provided the maximum shares held by 
each company, do not exceed £3,000; the minimum share 
which a company should possess is £200. 

The New Zealand Federation. 

Prior to 1917 there were many individual co-operative 
societies in New Zealand doing business on their own account, 
but there was no agency to co-ordinate their activities. In 
order to achieve the advantages of combination the co¬ 
operative companies formed themselves into a federation 
in 1917 and named it The Farmers’ Co-operative Whole¬ 
sale Federation, New Zealand, Ltd.” The functions of the 
New Zealand Federation are: 

(1) To purchase the requirements of their members, 

and to make arrangements for transport of 
their produce and its sale. 

(2) To ship the primary produce of their members 

to countries overseas, and sell the same to 
other countries. 

(3) To link themselves with other co-operative 

organisations for the furtherance of the in¬ 
terests of their members. 

Many co-operative associations have helped their mem¬ 
bers to get out of the clutches of stock and station agents. 
Before the establishment of co-operative societies stock and 
station agents were charging very excessive prices for the 
sale of stock and other agricultural requirements supplied 
to the farmers. The result has been not only that these 
associations have lightened the burden of their members but 
they have also raised the price of their produc^e, and have 
effected many other economies to the advantage of their 
members. They have sold their produce at much higher 
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prices than the stock and station agents used to, and suppli¬ 
ed them with their requirements at lower prices. 

The South-African Federation. 

Before 1919, the state of affairs in South Arfica was 
the same as in New Zealand. It was found that in order 
to protect the interests of the agriculturists it was necessary 
to unite them in a strong chain. In April 1919 the various 
existing co-operative societies were formed in a federation 
which was named “ The Federated Farmers’ Co-operative 
Association of South Africa, Ltd.” The following are the 
objects of their Federation: 

(1) To secure for their members the benefit of com¬ 

bination and of collective purchasing and 
selling in the World’s best markets, through 
the agencies of the Federation in the various 
countries of the world. 

(2) To make arrangements for the export of South- 

African produce. 

(3) To establish an intelligence bureau in order to 

keep its members in touch with the outside 
world, and to supply them with all necessary 
information about the markets of the world. 

(^) To associate the Federation with co-operative 
organisations for the furtherance of their 
members’ interests. 

This body has made excellent progress, well represents 
the interests of South-African farmers and has rendered very 
useful services to its members. 

The cultivators of all these countries have derived 
great advantages by linking the various associations in a 
strong federal chain. But the efforts of some enthusiastic 
wellwishers did not stop here. They found that Australia, 
New Zealand and South Africa were trying to sell their 
goods individually in the British market, and so were un¬ 
able to conduct business as satisfactorily as they would if 
they united, and some definite scheme was found to sell 
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their goods collectively. Realising the advantages they 
would achieve by united policy, they joined in another 
federation in 1920 called “ llie Overseas Farmers’ Co-opera¬ 
tive Federation, Limited.” This Federation was formed to 
sell the produce of all these countries together. In 1920 
two directors were sent to London, and they made arrange¬ 
ments to open the premises of this Federation in London. 
Now an isolated farmer living in the extreme corner of 
Australia finds himself directly represented in the biggest 
markets of the world. The London organisation has proved 
a great success, and very remunerative prices have been 
obtained for the members, far better than were received by 
individual action. The united action has resulted in achiev¬ 
ing economies especially when members’ requirements are 
bought collectively at wholesale prices. It has also effected 
economies in exchange. The Overseas Farmers’ Co-opera¬ 
tive Federation, Ltd., London, consolidates the following 
three Federations: 

(1) The Australian Producers’ Wholesale Co¬ 

operative Federation, Limited. 

(2) The Farmers’ Co-operative Wholesale Federa¬ 

tion of New Zealand, Limited. 

(3) Federated Farmers’ Co-operative Association of 

South Africa. 

During the first year of its operation the London orga¬ 
nisation sold 1,000 lbs. of butter in spite of the fact that it 
had no previous buyers and had to establish itself in an 
entirely new environment. 

These three federations of producers are the sole share¬ 
holders of the Overseas Federation and their liability is 
limited to the extent of shares taken by them. The Over¬ 
seas Federation* acts as the representative of these three sub¬ 
scribing members. It performs two great services. In the 
first place it markets and distributes all kinds of produce 
sent to the United Kingdom and the Continent by its mem- 

* Some time ago New Zealand left this Federation and made 
its own arrangements for the sale of New Zealand products. 
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bers. Great economies are achieved in this way. A small 
co-operative society which is affiliated to any of the three 
federations sends its produce to the London Organisation 
where the sale is made on its behalf by the London Federa¬ 
tion. If that Society wants to purchase certain things the 
buying is done on its behalf by the London Federation. If 
that society wants to purchase certain things the buying is 
done on its behalf by the Federation and the balance is 
remitted. The economies made by collective buying in the 
cheapest markets of the world is the second service rendered 
by the Overseas Federation to their members. The London 
Federation are only buying or selling agents who charge 
minimum commission for the services performed. Before 
this co-operative link the usual method of the sale of primary 
goods was very cumbersome. The small cultivator used to 
sell his produce to the local agent. The local agent sold it 
to a nearby country town trader who sent it to a bigger 
trader in the city. From the city it was shipped to an im¬ 
porter in London, who distributed it to the retailers with 
the addition of a few more intermediaries. Now the direct 
sale of the farmer’s produce and the purchase of his requi¬ 
sites from the central market has resulted in economies 
which could not have been thought of in that private chaos, 
and individualism. The tremendous growth of the London 
business is shown by the fact that since its beginning in 1921 
to the end of 1937 it sold the agricultural produce to the 
extent of over £100 millions. 

I am afraid I have devoted considerable space to the 
Australasian and South-African Federations. But before 
I conclude this section I would like to give a brief account 
of the California Fruit Growers’ Exhange. 

The California Fruit Growers’ Exchange.^ 

The most widely known and generally discussed co¬ 
operative marketing organisation in the United St^ites is the 

® Tlie information contained in this section has been obtained 
from The Co-operative Marketing of Farm Products^ by 0. B. 
Jesness, B.S.A. 
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California Fruit Growers’ Exchange. The results which 
this association has obtained for its members in marketing 
their citrus fruits have been the subject of comment among 
farmers in all parts of the country. To this organisation 
must go a large share of the credit for the present reputa¬ 
tion of California in the matter of co-operative marketing. 
The term ‘‘ California plan ” has come to be generally used 
in referring to organisations and many persons, who do not 
realise that no single plan is used by all organisa¬ 
tions in that state and that this term may be used in 
referring to various types of organisations, no doubt fre¬ 
quently regard this as always having reference to the well- 
known citrus growers’ organisation of that state. 

Local Associations. 

The beginning of organised marketing among citrus 
growers took the form of local associations. These were 
brought into being because of dissatisfaction with the system 
of selling them in vogue. The late G. Harold Powell, who 
was the general manager of the California Fruit Growers’ Ex¬ 
change, has thus described the situation: ‘‘The system 
broke down. The fruit was a semi-luxury. The markets 
were a long distance aAvay. Facilities for transportation 
were not very well developed, and for several years the 
industry did not receive the cost of handling the business.” 

The local associations which were formed by the 
citrus fruit growers did not prove adequate to meet the 
situation. This led to the establishment of central agencies. 
Various plans were tried including an arrangement which 
sought to bring about working relations between private and 
co-operative interests. This plan failed to satisfy and 
broke up in 1904, about one year after it started. The 
California Fruit Growers’ Exchange was incorporated in 
1905. 

Plan of Organisation of the Exchange. 

The exchange system is a federation built up from 
local associations. There are now about 10,500 growers 
affiliated with the exchange. These growers are members of 
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about 200 local associations which range from about 40 to 
200 in membership. The local associations provide the 
necessary packing houses where the fruit is assembled, 
graded, packed, and loaded into cars. The fruit is picked 
by the local association or under its direction. Groups of 
local associations have organised district exchanges, each 
local association being a member of the district exchange 
serving its territory. The district exchanges, of which 
there are twenty in number, in turn make up the central 
exchange. 

The local organisations are either formed with copital 
stock or non-stock associations. The district exchange and 
the central exchange are formed without capital stock. 
Originally, the central exchange was a capital stock organi¬ 
sation, but it was reorganised in 1916 on a non-stock basis. 
Each member is under contract with his local association 
binding him to market his citrus fruits through the associa¬ 
tion. The local association in turn has contracts with the 
district exchange to which it belongs and the district ex¬ 
change has a contract with the central exchange. 

Method of Operation. 

The central has established the system through which 
the fruit is sold. Included in this system are salaried 
representatives located in all the larger markets in the 
country. The fruit is sold through these representatives 
and in this way the organisation keeps in constant touch with 
conditions in all the leading markets and has a man on the 
spot to look after its interests and to sell the fruit to the 
best advantage. The central also undertakes activities look¬ 
ing to an increase in consumption of citrus fruits, such as 
advertising on a national scale, the development of markets 
through the assistance of service men and assisting retailers 
in increasing the sale of California citrus fruits. 

The central exchange has no property in the form of 
packing houses as all these facilities are owned by the local 
associations. Its office fixtures and the ‘"Sunkist” trade¬ 
mark are about the only things which the central body owns. 
The '' Sunkist ” brand is used on all the better grades of 
fruit sold by the organisation for its members. 
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The central organisation has created a number of 
departments to carry out its different lines of work. A 
field department works with the growers and local organisa¬ 
tions to improve production methods and standardize the 
grades and pack of the fruit. A traffic department attends 
to transportation questions which come up. A legal depart¬ 
ment handles all questions relating to legal matters and keeps 
in touch with legislative questions of interest to the organi¬ 
sation. An advertising department has for its duties 
maintaining and increasing the consumption of citrus 
fruits. The advertising carried in magazines and periodi¬ 
cals has made the Sunkist ” brand well known to large 
numbers of consumers in all parts of the land. 

How Results have been Obtained. 

The California Fruit Growers’ Exchange has obtain¬ 
ed its results mainly from three lines of endeavour: 
(1) Standardisation and careful grading. (2) Increasing con¬ 
sumption. (3) Effective distribution. All the activities of the 
organisation fit into this plan and they are all closely related. 
Standardisation, careful handling, packing and grading 
would not have brought the returns they have, had not proper 
distribution and advertising gone hand in hand with the 
activities relating to the matter of quality. Advertising of 
fruit which is not of uniform quality and is not properly 
graded or packed would be largely wasted effort. Advertis¬ 
ing without an effective system of distribution would also 
fall short because demands created by advertising must be 
filled or else the effort is wasted. The successful distribution 
of the fruit has been made possible by standardisation and 
by advertising. 

Methods of Sale. 

The fruit is picked by or under the supervision of the 
local associations. It is graded and packed at the packing 
house of the local association and is then loaded on cars. 
The manager of the district exchange, of which the local 
association is a member, is then notified. The district ex¬ 
change acts as an agent for the local association in selling the 
fruit of its members and must make such sale through the 
F. 12 
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central exchange. The central body is in constant touch 
with its representatives in the important markets, obtaining 
information in this way which is used in deciding upon the 
place to which a particular shipment is to be directed. As 
market conditions are very changeable, a shipment may be 
started eastwards and its final destination decided after it has 
started on its way. The fruit auction markets are used by 
the exchange in selling the shipments sent to the larger 
markets where such auctions are conducted. In other 
markets, the fruit is sold by private sale through the repre¬ 
sentative of the exchange. 

Pooling of Sales. 

The growers’ fruit loses its identity after it has been 
received and graded by the local association. The fruit 
shipped by each local association is kept in separate pools 
which run for definite periods, usually for thirty days. 
Under the pooling arrangement each shipper receives the 
same price for his fruit as that received by other members 
of his local association having fruit of the same grade in the 
same pool. This plan equalises market fluctuations as well 
as making it unnecessary to preserve the identity of each 
grower’s fruit until finally sold. Because of fluctuating 
market conditions some lots will sell for more or less than 
other lots of exactly the same quality at the same time. 
Without a pooling system, the grower who was so unfortu¬ 
nate as to be the owner of fruit which struck a poor market 
would suffer the loss, while another grower would receive 
a higher price, not because of any sagacity displayed by him 
or the organisation but simply because his fruit happened 
to find a better market. The fairness of the pooling 
arrangement is self-evident. 

A Scheme for the Creating of Indian Federation of 
Co-Operative Marketing Boards. 

In the foregoing pages I have pointed out the advantages 
of co-operative marketing. But we find that co-operative 
marketing of agricultural products has not achieved any 
success in this country. I am an ardent believer in the 
philosophy of co-operation but I don’t believe in co-operation 
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as practised in this country under the supervision of civil 
servants who seldom possess either the knowledge of co¬ 
operation or its banking and business aspects. Without going 
into any controversial details I suggest that on more or less 
the same lines as the provincial land-mortgage banks, central 
provincial marketing boards should be established. These 
boards should have branches in all parts of the province. 
I do not believe in the efficiency of independent separate 
units as the present district co-operative banks. It may be 
a bad co-operation in theory, but it gets good results in 
practice. These boards should be managed by expert 
businessmen and their paper should be eligible for discount 
with other banks and also with the Reserve Bank. These 
boards should be federated into a central board which should 
especially undertake the marketing of our export products. 

A Word of Warning. 

I have laid a good deal of stress on the advantages of 
co-operative marketing. But I think a word of warning is 
also very necessary. We must not put blind faith in co¬ 
operative marketing to solve the farmers’ problems. The 
success of many co-operative organisations in different parts 
of the world is very often the result of individuals who have 
taken up this cause and have devoted their lives to it. In 
other places a temporary success has been achieved by the 
efforts of enthusiastic organisers who have stirred the farmers 
to action. An enthusiasm in itself is not bad, but when it 
takes the form of propaganda without fully realising and 
analysing the implications of the situation, it may 
achieve temporary success, but in the long run is bound to 
fail. 

It has been noticed that such enthusiasts make extra¬ 
vagant charges against the existing system of marketing and 
the profits realised by the successful middlemen without 
ignoring the losses incurred by the less unfortunate ones. 

The Real Service of the Co-operative Marketing. 

Co-operation does not possess magic and it cannot 
wrought miracles. It is not a wonder remedy which will 
effect an immediate and complete cure when applied to every 
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marketing difficulty. But considering the comparative use¬ 
fulness of this remedy it has to be admitted that when it has 
been administered properly, it has produced very wonderful 
results. It may sound very strange, but it is absolutely true 
that more harm has been done to the cause of co-operation 
by its blind supporters than by its opponents. It must be 
understood that co-operation does not aim at utopias and in 
changing the surface of the world. It is not other world’s 
stuff. It is essentially a business proposition. And when 
and where an approach has been made to the farmers and 
the gospel of co-operation has been properly preached, 
definitely pointing out its business advantages the farmers 
have not been slow to act. The farmer like representative 
of any other business is interested in making his business 
as profitable as possible and the direct financial savings 
made through co-operative marketing impress him the 
most. 

Besides developing a sound and well-spread efficient co¬ 
operative system of marketing agricultural products in India 
it will be necessary to give full consideration to the following 
matters. 

Grading and Standardising of Farm Products. 

It is not long ago that it was generally believed that farm 
products could not be reduced to grades and standards as 
these had irmumerable varieties and these could not be 
brought within the compass of definite grades and standards. 
The question was begged by saying that as farm products 
have not been graded and standardised in the past, there was 
no hope for the future. Danish farmers were the first to 
disprove this assumption and at present there is a perfect 
system of grading Danish agricultural products which is 
recognised throughout the world. In the United States too 
the grading and standardisation of agricultural products 
have reached a high degree of stability and reliability in 
such commodities as oranges, apples and other fruits handled 
by co-operative societies. We have already mentioned the 
great success which the “Sunkist” oranges of California 
have achieved. The following example may be read with 
interest. “ It is not many years since the feasibility of 
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grading and branding apples was first recognised, either in 
the trade or out of it. An example of its success was 
furnished by a fruit dealer in answer lo the question why 
apples from the West sold for more than equally good apples 
from a nearby Middle West state. He replied that he knew 
the number of apples in the box from the West, the variety, 
the size, the colour and the soundness. Not much more 
could be wanted. He even offered to give the box to the 
inquirer in case it failed to come up to specifications. The 
other package, a basket contained good fruit, but it lacked 
the attractiveness, and especially the certainty of the contents 
of its rival box. The guarantee of the quality that the 
western apples have is worth money and enables the western 
competitor to hold his own successfully against growers who 
have a decided advantage over him in the matter of 
location.” 

Compared with these countries how do we find the 
conditions in India? To our great dismay we find that not 
only there are no reliable grades and standards but even 
the ungraded and unstandardised marketing is further made 
worse by the adulteration of foreign matter. Here is an 
example given by the Report on the Marketing of Wheat in 
India. 


Presence of foreign matter in wheat. 
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Definition of Grading and Standardisation. 

Lest there may arise some misunderstanding in the 
meaning of grading and standardisation I quote the following 
definition which in my opinion is both simple and clear. 
“ The service of sorting products into groups of uniform 
kind, quality, and size is known as grading. Standardisa¬ 
tion establishes the permanency of the grades; that is, it 
means that the given grade shall contain the same quality of 
article, each day, week, month or year. Standardisation 
makes possible for people to learn what a given grade is and 
enables them to gain confidence that in selecting a particular 
grade of article the same quality may be obtained in 
subsequent purchases.”® 

Advantages of Grading^ 

(1) Farm products vary greatly in quality, shape and 
size of units. To enable buyers to obtain precisely what 
they want in the exact amount required, it is necessary that 
commodities be graded and standardised. The cost of 
rendering the service is small compared to the advantages 
thereby derived. 

(2) Grading saves time for the consumer by enabling 
him to buy exactly what he wants and no more. It saves 
him money because there is either less waste, or because 
time and money do not have to be expended in disposing of 
undesired commodities which had to be bought along with 
desired articles, as so frequently happens in marketing of 
ungraded goods. 

(3) Grading reduces the cost of marketing by decreas¬ 
ing to the minimum the quantity of products which must be 
handled, transported or stored. The ideal minimum of 
products to be marketed may be considered as the amount 
which consumers ultimately purchase. When grading is not 
practised, vast amounts of dirt, culls, spoiled and other 
useless products for which consumers will not pay are 
marketed by f^mers and succeeding middlemen. These 

^Efficient Marketing for Agriculture^ by Maklin T. 

'^Summary of the Advantages, quoted by Maklin, op, cit. 
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necessarily involve expenses for freight, handling and 
storing which represent needless loss that is saved by the 
service of grading. 

(4) Grading classifies commodities according to 
uniform variety, quality, size, shape and other characteristics 
which are basic considerations in the determination of 
relative value at a given time. The real value of products 
is the primary basis for credit if they are to be used as 
collateral. Grading therefore is fundamental to sound and 
plentiful financing. 

(5) Products which are accurately graded and standard¬ 
ised are adapted to sale by description instead of requiring 
either sampling or inspection as a basis of sale. Conse¬ 
quently seller and buyer find it possible to transact business 
by communication inexpensively over long distances instead 
of being obliged to meet the heavy expense of travelling to 
see goods or of paying freight to have the commodities sent 
to them on approval. Grading and standardising appreci¬ 
ably reduce the costs of selling and buying. 

(6) Graded and standardised products bring higher 
returns to the farmer and to successive middlemen because, 
by saving time and money for the consumer, they enable 
consumer to bid higher prices. Consumers are able to bid 
these higher prices, and still save money for themselves, 
because graded commodities do not include waste for which 
they pay in buying ungraded goods. In addition to better 
returns to farmers for superior products sold, the culls and 
other inferior commodities are left on the farm for the live¬ 
stock feeding purposes, for which they have some value, 
instead of being shipped and entirely wasted. 

(7) Consumers want more quality products but canmU 
obtain them unless they are first produced and second, made 
available. To increase quality production requires that the 
premium be placed upon quality and this is not possible 
without accurate grading and standardising. To make 
products available to consumers requires that middlemen 
transmit them from farms to consumers. This they fail to 
do unless consumer demand is felt constantly. Advertising 
which educates the consumer regarding the source and 
adequacy of production stimulates stability of demand and 
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thereby leads middlemen to render their services regularly 
and eflficiently. 

(8) It must be emphasised that advertising may be 
detrimental as well as helpful to the public. Merit in the 
method of selling depends upon whether the total cost of 
marketing is thereby reduced. When advertising merely 
increases the volume of business for one middleman without 
causing either increased consumption or production of a 
given commodity and without reducing the costs of market¬ 
ing it is neither good nor bad for the society. When total 
marketing costs are increased by advertising positive harm is 
done to the public. Only when total marketing costs are 
reduced so that consumers receive a more adequate supply 
because farmers have obtained a larger proportion of the 
consumer’s dollar, is it possible to say that advertising is 
both individually and socially desirable. 

Need for the Regulation of Markets. 

However perfect the system of co-operative marketing 
may be, it cannot be a substitute for private marketing. 
This is the experience of those countries that have the most 
wide-spread and developed system of co-operative market¬ 
ing. Under the circumstances it will be necessary to 
regulate the present markets. The following account of 
regulated markets in India given by the Wheat Marketing 
Reports may be studied with interest. 

Regulated Markets. 

In certain markets in Northern India standardisation 
of market charges and practices has been carried out by 
the local trade associations and merchants’ committees or 
panchayats of which typical examples are Amritsar and 
Lyallpur in the Punjab and Hapur and Muzaffamagar in the 
United Provinces. Although there is no representation of 
producers’ interests on such associations and panchayats, the 
fixation of charges and market practices has undoubtedly 
gone a long way towards minimising malpractices. Some 
attempt has also been made to establish by law regulated 
markets, where the interests of the cultivators can be protected 
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and to lessen the opportunity for malpractices, such as wrong 
weighments, undue deductions in weight, price reductions 
by going back on the original terms of the bargain, as well 
as to reduce the multiplicity of trade allowances, marketing 
charges, etc. 

Regulated markets, where market charges are clearly 
specified and trade practices duly controlled by market 
committees fully representative of all the interests concerned, 
are found in centres administered under the provisions of 
the Bombay Cotton Markets Act 1927, and the Hyderabad 
Agricultural Markets Act (1929-30). Both of these Acts 
require that no less than half of the committee members be 
elected by the growers. There is also provision for official 
and local authority representation. The Madras Commercial 
Crops Markets Act, 1933, is framed on the same lines. 
Provision is made for the growers’ representation and for the 
licensing of brokers and weighmen and for the control of 
weights, the fixation of price in public and the keeping of 
returns or accounts in such a way as to render their 
submission practicable, daily or monthly, as the Market Act 
may require. At present the Act is enforced in one market 
only, at Tirupur in the Coimbatore district with effect from 
1st January, 1936, and applies only to cotton. The market 
committee consists of 10 elected and 2 nominated members. 
Twenty-nine regulated cotton markets also exist in the 
Central Provinces and Berar of which Amraoti and Akola, 
Yeotmal, Akot and Khamgaon are probably the most 
important. These markets operate under the rules of the 
Berar Cotton and Grains Markets Law, 1897, which is 
similar in the main to the Bombay Cotton Markets Act. 
Although the Act bears the title grain ” it was found that 
its rules are only applied to grain in three small markets, 
viz*^ Dattapur, Pimpalner, and Chandur. At Akola the 
grain market is situated in the heart of the town at some 
distance from the cotton market and does not come under 
the Act. The Central Provinces Agricultural Produce 
Market Act, 1935, has therefore been devised to apply the 
principle of regulation to all the grain markets in that 
province. This measure emerged as law in November 1935 
and is also modelled on the lines of legislation already in 
R 13 
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force in Bombay and elsewhere. It is intended to supersede 
the management of markets by local bodies such as 
municipalities, which has not proved as efficient eis inde¬ 
pendent management, by market committees fully represen¬ 
tative of all local interests. 

The layout of a typical regulated market also shows 
that much can be done under an organised system of markets. 
At Amraoti in the Berar, for instance, there is a cotton 
market established by the cotton market committee. Its area 
is 600 ft. X 600 ft., enclosed by a pakka wall on all sides 
with six gates so that the cotton carts may come in by the 
two gates and go out by the other four so as to avoid conges¬ 
tion. There are two main metalled roads and five branches 
within the marketing yard. There are two long sheds with 
corrugated sheets roofing and brick flooring to provide 
shelter for the cultivators, and another shed for the brokers. 
A water cistern for drinking water and two cattle troughs are 
provided within the market yard. Other buildings ac¬ 
commodate the office of the committee and the residence of 
its staff. The outstanding feature of the market is that 
ample space for parking carts and assembling of persons 
exists for transacting business under clean and sanitary 
conditions. 

The comparative merits and demerits of the various 
forms of markets cannot he discussed here. It is sufficient 
to mention here, that on the whole, the regulation of markets 
has effected a certain amount of control in the matter of 
market practices, market charges, brokerage commission and 
trade allowances as well as sale operations. 

Market committees which exercise control over the 
regulated markets are empowered to issue licences to brokers 
and weighmen and to cause weights and scales to be inspect¬ 
ed through duly authorised members and inspectors 
especially appointed for the purpose. Any dispute arising 
out of the business transaction effected within the area of 
operation of the market is subject to settlement through 
arbitration by the Dispute Sub-Committee. With a view to 
facilitate transactions and to avoid disputes a system of 
written contract between buyers and sellers has been 
introduced. The agreement contains the details of eadi 
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transaction such as the name of the seller and his address, 
number of carts sold, name of the buyer, rate per candy 
or bojha, date of transaction, signature of the arhatiya, 
signature of the committee’s employee and that of the 
purchaser. Under the terms of contract, the purchaser 
agrees that in the event of his refusal to take the seller’s 
cotton at the price agreed upon, when it comes to him to be 
unloaded, the matter shall be referred to the committee 
appointed for the purpose whose decision shall be binding 
on him. 

By the end of 1935, The Hyderabad Agricultural 
Markets Act (1929-30), had been applied to nine towns. 
This Act has been largely modelled on the Bombay Cotton 
Markets Act, 1927, and the produce brokers are obliged 
under the bye-laws of the local market committee to follow 
exactly the same procedure in regard to wheat and other 
crops as is observed by the cotton markets in Bombay. 
When the goods have been weighed by licensed weighmen a 
receipt is given to the seller with all the above-mentioned 
details. When the produce is sold the broker again passes 
the slip in which full details in regard to the weights, 
marketing charges, weight, etc., are noted. Copies of these 
slips (locally known as patties) are sent to the office of the 
market committee for reference in case of disputes. The 
Act has been in force for too short a period to enable any 
definite conclusions to be drawn as regards the effect of these 
reforms. One effect, however, is already apparent. A 
large number of sellers used formerly to store their produce 
in the godowns of their arhatiyas. A good proportion of 
the produce so stored belonged to village merchants or well- 
to-do cultivators. The produce was not weighed before 
being deposited in the godowns of the arhatiya nor was it 
customary for a receipt to be passed to the owner. The 
bags were stacked separately and marked with the name of 
the owner and if desired an advance of anything from 50 to 
70 per cent of the value was made by the arhatiya. The 
owner of the produce was kept informed of the price fluc¬ 
tuations from time to time and it was alleged during the 
course of this enquiry that the produce was sold only on 
receipt of specific instructions from the owners. It was 



370 


DR. A. I. QURESHI 


found, however, that frequently, the arhatiyas sold their 
clients’ produce at their own discretion, such sales taking 
place for delivery ex. store after the goods had been examin¬ 
ed on the spot by buyers. Under the new conditions it 
appeared that the popularity of the godown system has 
decreased and a larger number of sellers now prefer to sell 
their produce immediately. 

Ad¥antages to the Farmers in Selling Their Produce 
in the Regulated Markets. 

Some survey work has been carried out under my 
supervision in the Osmania University regarding the 
advantages of selling agricultural products in the regulated 
markets. The following summary may be read with 
interest: 

Net gain per rupee by selling in the regulated 
Market of Raichur. 

Commodity Gain per Rupee. 

Annas Pies 

Cotton ... ... 2 1 

Wheat ... ... ... 3 4 

Jawar ... ... ... 2 9 

The following table gives the selling expenses of three 
commodities per maund in the unregulated markets showing 
the profit derived per maund by selling in the regulated 
market: 


Price obtain- Price obtain- 


Commodity 

cd in the 
Unregulated 
Market 

ed in the 
Regulated 
Market 

Net Gain 

Groundnuts 

1 12 6 

2 6 3 

0 

9 8 

Castor seeds 

2 14 6 

3 8 5 

0 

9 11 

Paddy 

2 4 6 

2 14 2 

0 

9 8 


These tables hardly require any comment. It is 
essential in the interest of the country that all markets should 
be properly regulated. 



PROPRIETARY TENURES IN OUDH; A 
HISTORICAL SURVEY 

BY 

Dr. B. R, Misra, M.A., Ph.D. (Lond.), LLB., 
Professor of Economics, D. A.-V. College, Caimpore. 

Introductory. 

The origin and the nature of the development of private 
rights in land have, both in the East and West, been the 
subjects of endless controversy. The Roman doctrine of 
private property based on occupation is held to be the common 
feature of primitive people. Thus Dr. Lewinski,^ after a 
careful study of the economic life of primitive peoples, in 
the course of his lectures delivered at the London School of 
Economics (1913), falls back upon the Roman doctrine and 
draws two important conclusions, viz .— 

(1) that the individual ownership is the primitive 

and natural form of property, and 

(2) that the Roman Law gives a correct idea of the 

way in which property is formed. 

On the other hand, the Roman doctrine of property was 
rejected by Sir Henry Maine, who, basing his conclusions on 
his studies of the Village Communities in the East, believed 
in the communal theory of property. Sir Henry wrote that 
“ the notion that an act of this description {i.e., acquiring 
property by occupancy) confers a title to res nullius, so far 
from being characteristic of very early societies, is in all 
probability the growth of a refined jurisprudence and of a 
settled condition of the laws.”* 

India is an outstanding example of this controversy. 
From Maine to Mukerjee there has been a keen controversy 

* Dr. J. St, Lewinski, The Origin of Property (1913), p. 31. 

^Sir Henry Maine, Ancient Law (10th edition), p. 268. 
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on the origin of village communities.^ Whatever be the 
rights or wrongs of this controversy—^which I do not propose 
to discuss here—it is an undisputed fact that the origin of 
land tenures and the growth of private rights in property 
have followed the course of development of village 
communities. The object of the following pages is to show 
that, whatever may have been the historical process by which 
village communities, had been established, the modem forms 
of land tenures, in some parts of the country at any rate, owe 
their origin to the political conditions of the times. In 
order to prove this we shall study the land tenures of Oudh 
which came under British occupation in 1856. 

Land Tenures are usually divided by European writers 
into proprietary and sub-proprietary. A sharp line of 
distinction is drawn between zemindari and non-zemindari, 
i.e., between full-proprietorship on one hand and all other 
subordinate rights on the other. Private rights in land were 
always recognized both by the Hindu and Muhammadan 
rulers. On this vexed question the Indian Taxation Enquiry 
Committee was unanimously of opinion that, under both 
Hindu and Muhammadan mle, the State never claimed 
absolute or exclusive ownership of land and definitely 
recognised the existence of private property in it.^ The 

^ For an excellent discussion on the origin of village com¬ 
munities see (i) Sir Henry Maine, Village Communities in the 
East and JVest (1890), Chap. IV and (ii) Mukerjee, R., Democracies 
of the East, and Principles of Comparative Economics^ Vol. II. 

^ (a) The Bombay High Court in the elaborate judgment in a 
case from Kanara in 1875 arrived at the following conclusion:— 

‘‘ This review of the authorities leads us to the conclusion 
arrived at also (after careful discussion of the ques¬ 
tion) by Professor H. H. Wilson, that the proprietary 
right of the Sovereign derives no warrant from the 
ancient laws or institutions of the Hindus and is not 
recognised by the modern Hindu lawyers as exclusive 
or incompatible with individual ownership.” 

(b) Similarly Colonel Galloway, one of the greatest authori¬ 
ties on the School of Hanifa Law, summarised his conclusions as 
follows:— 

“ The soil was the property of the cultivator as much it 
could be. Law gave no power, policy gave no motive 
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British have also recognised proprietary rights in India. 
There are, however, differences of opinion on this point. 
The Taxation Committee (1925) after exhaustively examin¬ 
ing the subject was unanimous in its opinion that in the case 
of land under Permanent Settlement the Government has no 
proprietary rights. In the case of temporarily settled 
districts the Committee were divided in opinion, but they 
were in agreement that the zemindars and ryots possess 
certain proprietary rights subject to the payment of land 
revenue.® The controversy is capable of being argued at 
almost any length but the zemindar’s® interest in land, 
even in the temporary settled districts of the Agra Province, 
has never fallen short of the dominium of Roman Law, which 
included usus^ fructus, abusus^ and vindicatio or the right 
of use, of enjoyment of produce, of disposal or alienation, 
and of recovery by legal means in case of dispossession. 
In the case of Talukdars^ there is no room for doubt on 
the subject of private proprietary rights. They have their 

to remove him or to disturb him, so long as he paid 
his taxes. When he did not, his lands could be 
attacked; and so can those of the first peer, holding 
by the finnest tenure of the English law. The right 
of the Indian husbandman is the right of possession 
and transfer: and the rate of his land tax was fixed: 
often indeed the amount. In what respect, then, is 
the right of property inferior to that of the English 
landholder.” 

Galloway, Law and Constitution of Jndia^ 1825, p. 48. Quoted 
by the Indian Taxation Enquiry Committee, para. 8. 

® The Taxation Enquiry Committee, para. 83. 

* The term ‘ zemindar ’ (landlord) is used here in a broad 
sense, e.g., it includes the various under-proprietors. ‘Ryots’ is 
taken to mean actual cultivators, 

^ Tie landlords of Oudh are known as Talukdars. They 
have sometimes been styled the ‘ Barons of Oudh.’ I would rather 
prefer to call them the ‘ inglorious Barons of Oudh.’ They were 
created in their present form by the British soon after the Indian 
Mutiny of 18.57. The Oudh Estates Act (Act I of 1869) defines 
their rights and privileges. This is a unique form of land tenures 
which has no parallel in India. This was created entirely to 
political causes of the period (1857—1866). 
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smads {i.e,, patent rights) in which full proprietary rights 
have been granted. 

Proprietary Tenures—Talukdari. 

Proprietary tenures are commonly divided into three 
classes:— ‘ 

(1) Talukdari. 

(2) Zemindari. 

(3) Pattidari. 

Before the annexation of Oudh and the grant of sanads 
to talukdars by the British there was no legal distinction 
between the talukdari tenure and zemindari tenure. Estates 
lay intermixed with each other. Some received one denomina¬ 
tion, the rest were known by the other name. There was no 
essential difference in the status of the two. After the 
Mutiny (1857) the talukdars have received a distinctive 
superior status which has no parallel in Oudh or in any 
part of India.® 

Two extreme theories have been enunciated regarding 
the origin of the Talukdari Tenure. The patriarchal theory 
divides Talukdars into two classes, “ pure ” and “ impure,” 
to the former belong the descendants of the ancestral 
proprietors, to the latter officials, court favourites, contractors 
of revenue and bankers, who had acquired power and 
property during the period of the Nawabi rule. The 
patriarchal theory is thus described by a writer in the 
Calcutta Review in the following passage:— 

“ Talooks have been appropriately divided into two 
claves, the pure and impure. To the invasions of the 
Rajputs (a little prior to the middle of the twelfth century), 
Mr. Thompson traces the foundation of the existing 
proprietary rights in land. The descendants of each chief 
he tells multiplied till at length in some instances they 
displaced all other occupants of the land, or at least assumed 

® The Oudh Estates Act (Act I of 1869) defines their privi¬ 
leges Some of these privileges are not even enjoyed by the 
zemindars of the Permanent Settlement. 
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all the proprietary privileges. The members, he adds, were 
numerous, and each territorial subdivision is marked by the 
prevalence of its own stock. These all trace their origin to 
a single person who first acquired the country.’’ 

Those whom we now call the pure talukdars, are the 
chiefs descended from the leaders above referred to. They 
may be the legal successors in a direct line of the original 
settler, or they may be sprung from a junior branch raised 
to power by favour, ability or the voice of the tribe; but, of 
this there can be no doubt, that these fuedal lords, whom we 
found in possession are the hereditary chiefs of important 
tribes, whose position in the eyes of the people had become 
hallowed by the memory of an extreme and not inglorious 
antiquity. Whenever, thus, we meet with a dominant class 
of Rajputs with one or more acknowledged chiefs at its 
head, we may rest assured that these have one or more 
estates which had their origin in a pure taluka.” 

But instances will be found, and these not of rare 
occurrence, where large proprietors have been formed at a 
more recent period through the influence of official position, 
or by favour of the ruling power. Such estates have been 
designated impure talukas and they are to be recognised by 
the general absence of clansmen, and by the traceability of 
the origin of the tenure. Even such talukas as these, how¬ 
ever, will also be found to be surrounded by the reverences 
due to the prescription of age.”*^ 

The opposite theory is explained by Mr. Bennett in the 
Family History of Chief Clans of the Rai Bareilly 
District :— 

I consider,” says Mr. Bennett, that the division of 
the class into true and false talukdars, puts the matter in a 
wrong light. As a matter of fact, all were exactly the same 
in as far as they were talukdars, middlemen put in by or 
forced on the Government, superintendents of arbitrary 
collections of villages, who as the central power grew weaker, 
were being gradually and surely transformed into landed 
proprietors. What has been called a true talukdar differs 

® Calcutta Review^ June, 1866. The Talukdari Tenure of 
Upper India quoted in Sultanpur Settlement Report (1873), p. 63. 

R U 
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from what has been called a false talukdar, only in the fact 
that while the former had been for centuries exercising an 
imperium in imperio on the spot, the latter was an outsider 
whose fortune, talents, or wealth had secured him the 
position. Both were alike in being talukdars, though they 
differed in every other particular. They included in their 
ranks representatives of every class of men; powerful but 
parvenu nazims; the descendants of twenty rajas who have 
successively ruled with semi-regal power over tracts as large 
as an English County; extortionate usurers; the old village 
revenue officials whose ancestors had been established by 
Akbar or Ibrahim Sharki, the menials of the king’s stable 
and garden, and the Kayasth, who pillaged his treasury and 
robbed his subject, all struggled for a place in the new 
aristocracy. It must never be forgotten that the root of 
their fresh growth was laid in the old Hindu clan organiza¬ 
tion, and the whole movement was in fact nothing else than 
the reaction of the natives against their Mohammedan 
conquerors. The seeds of the Hindu social system never 
lost their vitality and asserted it over and over again in 
every part of India on every occasion when Moslem power 
showed any trace of weakness.”*® 

The former of these views implies that the pure 
talukdari tenure is associated with the ideas of chiefship of 
a clan, acquisition by conquest and possession of an estate 
for several centuries; the latter on the contrary lays down 
that none of these conditions are essential to constitute a 
taluka. Mr. Benett thinks that they came into existence 
within the last hundred years. The distinction of talukas 
between pure and impure points the important distinction 
between estates of recent mushroom growth, and old estates, 
hallowed by time. The rise of these impure talukas 
corresponds to the foundation of the Nawabi dynasty and 
forms an epoch in the history of land tenures in this 
province. 

During the rule of Nawab Sujah-ood-Dowlah, the lands 
in Oudh were generally divided into two descriptions, viz., 

10 Family History of the Chief Clans of the Rai Bareilly Dis¬ 
trict, by W, C. Benett, I.C.S., para. 87. 
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the Khalsa or Crown lands and Huzoor Tehsil lands, or 
those for which the holders paid their Revenue direct into 
the Huzoor Tehsil or Nawabi Treasury. The extravagance 
and supineness of Oudh rulers soon introduced a change in 
the collection of Revenue which is mainly responsible for 
the growth of a body of ‘ impure ’ talukdars during the 
Nawabi Dynasty. To rid themselves of the trouble of 
making the revenue collections, the system of farming out 
tracts of country to influential persons was introduced. This 
was the Izarah, Mustajiri or contract system under which a 
powerful landholder class was created which later on 
assumed the title of Talukdar. This system was tried from 
time to time under different Oudh Rulers but with the 
greatest degree of success under Saadat Ali, the sixth Nawab 
of Oudh, between the years 1798—1814. Saadat Ali kept 
a careful watch over the Chakladars and the growth of these 
talukdars received a setback in his time. After the death 
of this great ruler there commenced a reign of “ change and 
encroachment under an arbitrary and lawless administra¬ 
tion ” and such estates increased with rapidity and vigour. 
His weak successors found the control of the individual 
chakladars too much for them and resorted therefore to the 
easier method of farming out the collection of revenue in 
each chakla to the highest bidder. The revenue farmers, 
backed by the armed forces of the Government, cared for 
nothing but to collect a high revenue, and so small land¬ 
holders and the members of impoverished communities 
under the pressure of continually increasing taxation, 
resigned their power to a few large land-owners so that the 
village became incorporated with a Taluka. In this manner 
originated such talukdars as those of Shahganj and Pirpur 
in Fyzabad district. “ Of the gigantic strides by which 
territorial aggrandisement was capable of proceeding during 
this period,” writes Mr. Millett in the Sultanpur Settlement 
Report, “no better example could be desired than that of 
the Amethi estate.”^® As an interesting illustration of the 

The crown lands were sometimes given for the perfor¬ 
mance of some service. It was often a Royal grant. See Free 
Grants, p. 30. 

^^Settlement Report of Sultanpur (1873), pp. 67-68. 
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way in which property changed hands during that period 
the Settlement Officer narrates the story of Maharajah Man 
Singh, Nazim of Sultanpur. The proprietors of ten villages 
(unconnected with each other) fell into arrears. Man Singh 
threw them into confinement and asked them to execute 
deeds of sale in his favour, but the coveted spoil lay 
inconveniently far from his estate. The difficulty was not 
insuperable, however; Man Singh’s estates lay sufficiently 
close to the northern portion of that of Kurwar near the 
southern extremity of which the villages in question lay. 
They were accordingly handed over to the Rajah of Kurwar, 
who in turn made over to Man Singh an equal number of 
villages in a more eligible position.^^ 

The modern history of the Talukdars dates after the 
annexation of Oudh. In the first Summary Settlement^ out 
of 23,543 villages included in talukas at Aat time, 13,640 
paying a revenue of Rs. 35,06,519, were settled with 

1 

(а) Skyes in his work on Talukdari Law mentions six impor¬ 
tant methods which increased the growth and importance of 
Talukdars:— 

(1) The Talukdar’s forcible encroachments on the estates' 
of his weaker neighbours. 

(2) Fraudulent means. 

(3) Forced private sale-deeds. 

(4) Forced sales by auctions for the realization of arrears 
of revenue. 

(5) Bona fide sales by the holders to realize the revenue 
demanded by the contractor {Mustajir) or the Govern¬ 
ment representative under the Amani (Trust) system. 

(б) By falling in of mortgages executed for the like causes 
and the sale clauses of by-bil-wakfs (mortgages by 
way of conditional sale) taking effect. (Skyes, 
Talukdari Law, pp. 9 and 10). 

(b) Mr. C. Currie, I.C.S,, Chief Commissioner of Oudh, re¬ 
cognised three types of Talukdars:— 

(1) Ancestral. 

(2) Acquired. 

(3) Conferred. 

\Oudh Parliamentary Papers (1865), p. 247.] 
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talukdars.^* The original intention of the Government was 
to settle with the actual occupants of the soil. In anticipa¬ 
tion of the change of Government the well known letter of 
instructions of Lord Dalhousie of the 4th February, 1856, 
was sent to General Outram, the Resident at Lucknow, for 
his guidance in the administration of the province. The 
paragraphs of that letter bearing on our subject are the 
following:— 

14. “ The settlement should be made village by 
village with the parties actually in possession . . . .” 

15. It must be borne in mind, as a leading principle 
that the desire and intention of Government is to deal with 
the actual occupants of the soil, that is, with the zemindars 
or with the proprietary coparcenaries, which are believed 
to exist in Oudh, and not to suffer the interposition of 
middlemen as Talukdars, farmers of Revenue and such like. 
The claims of these, if they have any tenable claims, may 
be more conveniently considered at a further period, or 
brought judicially before the courts competent to investigate 
and decide upon them.”^® 

Meanwhile occurred the Mutiny (1857). It gave a 
rude shock to the Summary Settlement and the entire system 
collapsed. The further plan of settlement was entirely 
based on political considerations. Lord Canning fully 
realised that an early pacification of the province was not 
possible without the help of the great body of Talukdars 
with strong forts and numerous retainers. Sir James 
Outram, the first Chief Commissioner of Oudh, in his 
Minute to the Government of India dated the 5th June, 1858, 
strongly advocated that the maintenance of the Talukdari 
system was the principal means of the early re-establishment 
of the British rule in this province. The following passages 
of his Minute are important:— 

“ The system of settlement with the so-called village 
proprietors will not answer at present, if ever in Oudh. 

^*The Garden of India, H. C. Irwin, I.C.S. (1880), p. 80, 
Oudh Parliamentary Papers (1856), pp. 259 and on. The 
italics are mine. [The India Office Library, London, has been 
consulted for these papers.] 
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These men have not influence and weight enough to aid us in 
restoring order .... But I see no prospect of returning 
tranquility except by having recourse for the next few years 
to the old Talukdari system. The Talukdars have both 
power and influence to exercise for or against us. The 
village proprietors have neither.” 

Thus originated the modem talukdari system of tenure. 
For their help during the Mutiny and the re-establishment 
of authority, soon after the pacification of the province, the 
talukdars were presented with sanads (patents) by which 
they were declared to possess permanent heritable and 
transferable rights, with the special privilege of alienation, 
either in lifetime or by will, notwithstanding the limits by 
the Hindu or Mahommedan Law. This status has no 
analogy in the rest of India. The Oudh Estates Act (Act I 
of 1869) is a Magna Charla for them collectively. 

Nowhere in the whole land history of India can a 
better example be found as to how the fate of millions of 
people is bound up with the political upheavals in the 
country. In 1856 the Government issued instructions to 
settle with the actual proprietors. In 1858 the Government, 
entirely for political considerations, subordinated and 
sacrificed the interests of the millions to the interests of the 
few. The historian of the land problems of India must 
always take into consideration the changes in the political 
machinery of the country and their reactions on the land 
systems of the country. Much of the confusion and 
misunderstanding in the studies of the origin and develop¬ 
ment of the different systems of land tenures is due to the 
failure to recognise the influence of political causes. The 
origin of property, the development of village communities, 
and land systems are all closely knit together with the 
changes in the systems of Government. 

Zemindaid. 

From the Talukdari tenure we pass on to the Zemindari 
tenures. As noted previously, before the British occupation 
of Oudh there was no essential distinction between the rights 
and liabilities of these two classes of tenure-holders. 'Hie 
internal economy of the estates was originally based in India 
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on the zemindari type of tenure* The common management 
of irrigation channels, the common management of village 
functionaries and artisans, the common grazing grounds, all 
testify to the existence of community of property, involved 
in the Zemindari Tenure.^® 

Zemindari tenures are those in which the entire village 
land is either owned by a single landlord or a body of co¬ 
sharers, who may represent a group of ancestrally connected 
families. The individual landlord seldom cultivates the 
land himself. The co-sharers may sometimes cultivate the 
land. In the United Provinces, generally speaking, where 
the influence of the Moghul rule was very great, the co¬ 
sharing families consist of non-agricultural castes, which on 
account of caste rules, are prohibited from touching the 
plough.^^ Thus the zeminadri tenure established by families 
of ruling races, officials, revenue farmers, traders and capi¬ 
talists divided the agricultural community into two classes— 
cultivating and non-cultivating, the former representing a 
tenant body older than the land-holding group. 

The internal economy and the responsibility for the 
payment of land revenue was diflFerent in the villages owned 
by a bod^ of co-sharers as compared with the villages owned 
by a single landlord. In the former case the whole body was 
jointly and severally responsible for the payment of the 
Government revenue. The Government revenue and other 
liabilities were paid out of the rents received from the 

In Northern India, even to-day, when the produce is raised 
from a field the village functionaries, e.g.. blacksmith, carpenter, 
potter, sweeper, cobbler and chowkidar (village watchman), 
receive a share from the common heap, besides cash payments 
which are of recent development. These fifnctionaries used to 
perform free services to the villagers. They were supporied from 
the common fund called malba. They also received presents, in 
cash and kind, on marriages, deaths and festivals. 

Moreover, the wells, tanks, irrigation channels, roads and 
guest-houses were all constructed and maintained from the com¬ 
mon funds contributed by the villagers. For an excellent account 
on this subject see Mukerjee, Principles of Comparative Econo- 
mics, Vol. II, Chap. XIV. 

E.g,, the Brahmins are prohibited by the caste rules from 
touching a plough. 
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cultivating classes and the remainder was divided among the 
several partners according to their shares. Where, however, 
the zemindari tenure consisted of a single individual land* 
lord, there was no division of income. The members of 
the family received maintenance and the whole income was 
administered by the head of the family. 

Pattidari—Perfect and Imperfect. 

Pattidari tenures were those tenures in which the lands 
were divided and held in severalty by the different proprie¬ 
tors. Each pattidar managed his own land and paid his 
fixed share of the Government revenue. The whole body, 
however, was jointly responsible in the event of any one 
sharer being unable to fulfil the engagement. Imperfect 
Pattidari tenures were those in which part of the land was 
held in common and part in severalty, the profits from the 
land held in common were first appropriated to the payment 
of the Government revenue and the village expenses. The 
surplus was distributed as profits among different co-sharers 
and the deficiency was made up by a rate on the several 
holdings. 

But after a certain stage Pattidari of tenure began to 
show signs of disruption. TTie first step towards this dissolu¬ 
tion was perhaps the cultivation and separation of land 
by each individual coparcener. This was the thin end of the 
wedge and ultimately resulted in the separation of property 
and in imperfect pattidari. For some time the sir holders 
paid the full rent of the lands cultivated by them, receiving 
back the profits due to their share. But as die number of the 
coparceners increased the aggregated area of sir land also 
increased and the shamilat (i.e., common) lands failed to 
suffice for the payment of the revenue, so that what they paid 
as rent of sir lands they received back as profits. This 
roundabout way of doing business was stopped and the 
method was devised whereby the shamilat lands were left as 
the common property in the hands of the leader of the village 
for the discharge of the payment of land revenue. In case 

Sir {i.e., home-farm) land is important in the United 
Provinces of Agra and Oudh. See pages 27 —^ 29 . 
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of any deficiency in the revenue demand the deficiency was 
to be met with by levying a rate on each coparcener on his 
sir. Thus the zemindari tenure merged into the imperfect 
pattidarL A stage arrived later on when each coparcener 
even demanded a partition of the shamilat lands in which 
case imperfect paUidari led to perfect pattidari}^ 

Under-Ppoprietary Tenures. 

Under this head come some of the most difficult ques¬ 
tions which arose in the Settlement of Oudh. Under-proprie¬ 
tary rights were unfamiliar to an English mind. In Oudh 
under-proprietors existed not only in unusual variety of 
kinds, but also in unusual strength. After the re-occupation 
of the province the Government while granting Sanads to the 
talukdars announced its intention to “ take effectual steps to 
re-establish and maintain in subordination to them the former 
rights as there existed in 1855, of other persons whose con¬ 
nection with the soil is in many cases more intimate and 
more ancient than theirs.” It was further declared that the 
only effectual protection which the Government can extend to 
these inferior holders is to define and record their rights and 
to limit the demand of the talukdars as against such persons,” 

Sub-Settlement. 

In fulfilment of these promises two important rights 
amoh^. arious others were recognised, e.g., the right of a 
sub-settlement and the right of sir. The most prominent 
was the right of sub-settlement in which an entire village, 
though included in a taluka and held in subordination to it, 
retained distinctive signs of individual proprietary character. 
The owners of such villages had prevented the destruction of 
their proprietary rights, and had inteicepted a substantial 
portion of the profits. The lucky few people who were en¬ 
titled to sub-settlement, after a prolonged correspondence in 
which Sir Charles Wingfield was the champion of the cause 
of talukdars, were required to pay in no case more than 75 
per cent of gross rental^® to a talukdar and the only condition 


See Sullanpur Settlement Report (1873), p. 69. 
/.e,, the total amount realized. 

F. 16 
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imposed upon them was that their payments must be regular 
and punctual. 

Under-Proprietary Bights. 

Under-proprietary rights differ in different parts of 
Oudh. The most prominent being:— 

(1) Dihadari, 

(2) Nankar. 

(3) Sir. 

(4) Birt. 

(5) Sankalp. 

(6) Jagir and Mafi (free grants). 

(7) Marwat. 

The origin of these under-proprietary rights was due to 
various causes, e.g., Dihadari and Nankar were granted for 
the support of the out-going proprietors,^^ the former in the 
form of property, the latter in the shape of annual income. 
Sir land (home-farm) was invariably granted for the support 
of petty out-going proprietors as a mark of proprietary posi¬ 
tion. The character of such lands, however, has changed 
under British rule. A zamindar continuously cultivating 
the same land through his own labour and capital for a 
period of twelve years acquired the right of sir. Birt (sale 
of crown lands) tenures mostly represent the under-proprie¬ 
tary rights created through the sale of crown lands. Sankalp 
grants were always created from religious motives and re¬ 
present payments in land to Brahminical classes for the 
purification of the soul of the grantee.®® Free grants were 
created for the personal service of Kings or their Chiefs. 

Le., the former proprietors who lost thdr property due to 
various causes, e.g., sale or voluntary transfer. See the accoutot 
of Dihadar and Nankar. 

Land, gold and cows even to this day are given to Brahmins 
to keep the soul of the dead in peace. 
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Marwat grant was a sub-proprietary tenure created for sup¬ 
port of the family of a man slain in battle. A brief account 
of each of these forms of under-proprietary right is given in 
the following pages. 

Dihdari. 

It was a common practice under Indian rule that when 
property was transferred by sale or even by voluntary trans¬ 
fer to some neighbouring talukdar to save the exaction of a 
Nazim (tax-gatherer), the purchaser assigned a portion of 
the property (not income) in perpetuity to the former pro¬ 
prietor for his subsistence. This grant of land is known as 
Dihdari or Didari. The assignment was sometimes on a 
fixed proportion of the property. More often the assign¬ 
ment was made without reference to any specific share. 
Such tenure was generally conferred in writing and the under- 
proprietors enjoyed all village privileges and dues. The 
grants were at the outset always rent-free. Then, in some 
cases, however, a low quit rent was subsequently charged. 
Their rents are still below the Government demand.*® 

Nankar. 

It was a deduction from the recorded rental allowed by 
Moslem rulers for the revenue-farmer’s maintenance. Where 
a large estate was concerned, it often took the form of revenue- 
free villages. When the nankar holder’s villages were in¬ 
cluded in a taluka, they became under-proprietors. During 
the reign of Asaf-ud-Daula nankar allowances became very 
common and the State suffered heavy losses. The main 
object of nankar allowances was to win the support of land¬ 
holders. 


Sir. 

Sir lands may originate in various ways. It was a 
frequent practice for landholders to exempt some land from 
assessment of revenue in the case of certain individuals. 
Such lands came to be known as sir lands. But sir is, in 

Fyzabad Settlement Report, pp. 79-80. 

Fyzabad Settlement Report, pp. 81, 82, 83, 84, 
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most cases, the appendage of proprietorship,—the lands 
forming the home-farm of a proprietor. Sir lands, as we 
have seen in the origin of imperfect pattidari, were cultivat¬ 
ed by the coparceners themselves. Sometimes sir lands 
were also assigned to junior branches of a family for their 
support, instead of breaking up the estate, in lieu of their 
share in the ancestral property. Another important way in 
which sir originated was when the villages of the proprietary 
communities were merged in talukdars, voluntarily or in self- 
defence, and the communities, however, retained certain 
rights and advantages in their home-farms. Lastly, when 
old proprietors parted with their estate whether by sale or 
otherwise, without any reservation as to lands retained for 
their support (as was in dihdari), it was customary for the 
new proprietor to leave them in possession of the land tilled 
with their own ploughs as a mark of proprietary position. 
The lands ordinarily do not lie within a ring fence, but are 
scattered over the village area. They might be rent-free in 
some cases, but ordinarily a low rate was charged. Sir is 
often regarded as synonymous with Khudkasht or land culti¬ 
vated by the zemindar with his own labour and capital. But 
it need not be like this. Ex-proprietors and zemindars are 
often found cultivating lands other than their sir proper. 
Sir lands are sub-let to tenants-at-will (i.e., those who do not 
possess occupancy rights) to realise higher rent. Hence it is 
an erroneous idea to suppose that sir lands are the best lands 
in the village or they constitute the home-farm of the land¬ 
holders.*® 

Birt. 

Bin involves “ sale or gift of proprietary rights within 
definite limits.”*® Birt is of two kinds—purchased and un¬ 
purchased. Bai (purchased) bin is a birt granted for money 
received and is held in all points a full-proprietary tenure. 
It was the purchase of the proprietary rights subordinate to 
the talukdar on certain conditions, as, for example, the pay- 

®®See Fyzabad Settlement Report (1878), p. 89. 

®*See Conda Settlement Report (1878), p. 49. 
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ment of rent. Birt sometimes was a grant made by a Hindu 
raja or Governor in favour of Brahmins and it was originally 
of a religious character. Such birts conferred by favour 
were liable to resumption at the will of the rajah. 

Sankalp (i.6, Vow). 

Sankalp primarily signifies a religious vow and applied 
to tenures means land devoted to religious purposes and bears 
a close resemblance to the Wakf of Mohammedan Law and 
grants of lands to the Church in Europe during the Middle 
Ages. This was the exclusive cdiaracter of sankalp in its 
beginning. Later on, when the Brahmins left their priestly 
character and acquired the role of money-lending, the original 
nature of the terms began to be lost sight of and a loan of 
money by the recipient became a common feature of such 
secular transactions. The force of the religious character 
was, however, kept up and the money transaction was omitted 
in the deed to show that the grant was made from religious 
motives for the spiritual welfare of the grantee. Yet another 
object in the creation of a sankalp grant was the reclamation 
of waste jungle. Brahmins were found with sufficient capital 
to pay a small price for such lands and to meet the cost of 
clearance emd tillage. 

Free Grants. 

These are known by various denominations .... Jagir 
and Mafi being the best known. All these forms of tenure 
are free grants of considerable antiquity, differing only in 
minor points. The Jagir is connected with the performance 
of some service and was a royal grant conferred alike on the 
highest subjects and the pettiest landholder. It was in a 
large number of cases granted as a fitting reward for dis¬ 
tinguished military service either to the man himself or in 
case of his death, for the maintenance of his family. Jagirs 
vary considerably in size from several villages to hardly an 
acre. The Jagir originally was a personal grant, but, as 
under native rule the son often succeeded to the post of the 
father, it had a tendency to become hereditary. Mafi (i.e., 
free grant) is a very wide term and includes grants of land 
given by whomsoever free of rent and revenue. 
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In Oudh nearly all these free grants are found in the 
districts of Rai Bareilly and Bahraich, the persons are main¬ 
ly Punjabis who were given estates in reward for their 
services during the Mutiny. The grants vary in size from 
the 4f00 villages bestowed on the Maharajah of Kapurthala 
to 3 or 4 villages conferred to sikh grantees in Rai Bareilly. 
The rights and liabilities of these grantees are in every re¬ 
spect identical with those of a talukdar; Act I of 1869 being 
the statute by which their status and rights are clearly defined. 

Marwat. 

Lastly, there is the interesting form of an under-proprie¬ 
tary right granted to the family of a man slain in battle for 
the talukdar which is called marwat. The talukdar, when 
he was a military chief, not only paid his soldiers, but was 
also responsible for the maintenance of his family in case the 
soldier died in battle for him. Judicially, it has been held 
that a Marwat grant is not an under-proprietary holding. 
But the grant is heritable. 

Summary and Conclusion. 

The conclusions at which we have arrived from this 
detail study of the land tenures in Oudh may briefly be sum¬ 
marised thus:— 

(1) Private rights in land were always recognised 

both by the Hindu and Mohammedan rulers. 

(2) The British have also, subject to some limita¬ 

tions, recognised private property rights in 
land. 

(3) The origin of the modem Talukdari tenure is 

entirely due to the political exigencies of the 
time. 

(4) The under-proprietary tenures, created for vari¬ 

ous purposes, point to the existence of various 
gradations of interests in land, from that of 
a Talukdar to that of a receiver of free grant. 
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What light, may it be asked, is thrown by this investi¬ 
gation on the general problem of land tenures? 

The agrarian history of India closely reflects the tenden¬ 
cies which worked on the continent during the feudal period. 
•The rise and growth of Talukdars and zemindars corresponds 
to the growth of the French nobility before the French Revo¬ 
lution. The same political tendencies which created the 
French landlord aristocracy created the Indian Talukdar. 
It is, however, a mistake to suppose that the British have 
created the Talukdar and the zemindar. They existed during 
the Moghul days as the fanning of revenue was a common 
method of raising revenues by the Moghul rulers. With the 
coming of the British rule and the establishment of 
Pax Britannica their position has been legalised and 
confirmed. 

Similarly, the under-proprietary tenures are not pecu¬ 
liar to India. They were established, though varying in 
nature, under feudalism. Professor Antonio De Viti De 
Marco thus describes their establishment;— 

“ With the establishment of feudalism . . . the pro¬ 
prietors of freehold land, or allodium, on which 
they owed the tax or public census, when the 
security of their occupation was threatened by 
the barons, by the great proprietors, and even 
by the functionaries of the King, had recourse 
to the expedient of selling the free lands to 
these various trouble-makers in order to buy 
back their protection, with the understanding 
that the former proprietors would get the lands 
back as feudal concessions. Thus the public 
census was in fact tremsformed into, or became 
merged with, the private census. 

“ This process became more and more perfected, in 
proportion as the convents, the bishof^s, the 
dukes, the counts, and the barons succeeded in 
taking the place of the King in the collection 
of crown levies, and in merging the latter with 
the feudal contributions of a patrimonial char¬ 
acter drew them within the fief. 
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“ 1116 result was that the proprietors of free lands 
became considered as ‘ concessionaries ’ or ‘ use 
owners.’ 

This long quotation from Professor De Viti clearly 
shows that the growth of under-proprietary rights in India 
was practically on the same lines as it was on the continent 
of Europe. 

Finally, the historian of the land system in India to 
account for the origin, growth and structure of land tenures 
must take into consideration the influence of social and 
political causes. 


Antonio De Viti De Marco, First Principles of Public 
Finance, p. 61. 
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Whither Rupee, by Birendranath Ganguli, M.A., Ph.D., Reader 

in Economics, University of Delhi. 

‘A Study in the Ratio Controversy’, is the subtitle of this 
book, which falls into two well-defined parts. In the first two 
chapters the author traces the incidents of the rupee-sterling 
exchange during the period from April, 1938 to December, 1938. 
The gradual weakening of the exchange and the steps taken by the 
Reserve Bank of India to meet the situation are outlined in a 
lucid and effective manner. From an interpretation of the bank 
balance sheets published from week to week the author concludes 
that the situation was met by the Bank with what ultimately 
amount to deflationary measures. The Reserve Bank did not, it 
is true, depart from the policy of short term easy money, but it 
countenanced the device of deflationary contraction of currency 
for strengthening the shaky basis of the rupee i^erling exchange. 

The depreciation of sterling itself in terms of the dollar had 
a natural corrective effect, but the intrinsic weakness of the ratio 
in terms of sterling persists as a vital problem. In the last two 
chapters of his book Prof. Ganguli discusses the question of the 
ratio against the background of the whole scheme of economic 
revival in India, of which a suitable monetary policy must be 
a part. While the author deprecates such emphatic and onesided 
statements as tho.se contained in the resolutions of the Congress 
Working Committee or in the press notes issued by Government, 
he feels that the whole outlook on the position of the ratio in 
our economic and fiscal policy must be changed. 

“This is not really a narrow issue between a historic norm 
t)f Is. 4d. and the norm Is. 6d. which has become equally historic. 
The issues are much wider. Do we want price stability or ex¬ 
change stability in the abnormal circumstances of the post-war 
world?” The author’s own choice like that of most economists 
in India is in favour of a comparatively elastic exchange. Prof. 
Ganguli chalks out a whole programme of price and industrial 
revival which is worthy of consideration from the highest quarters. 
Both as a piece of economic analysis and as an outline of the 
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correct exchange policy for India Prof. Ganguli*s book merits 
wide publicity and acceptance. 

D. G. K. 


Money to Burn, by Horace Coon. Longmans Green and Co. 

No novel of modern life, in the most modern of countries, 
U. S. A., could be more interesting than this work dealing with 
the ways in which the great American philanthropic foundations 
dispose of their money. That the wealthiest of American multi¬ 
millionaires have established charitable foundations with huge 
resources, and that these are aiding the progress of social work, 
science, learning and peace is common knowledge. The Rock- 
feller, Carnegie and Russell Sage foundations are household 
words not only in the country of their origin but over a very much 
larger area. 

The interest of the volume under reference does not lie main¬ 
ly in its descriptive part, though even that is well worth the study 
of all social reformers and students of the existing social structure. 
Mr. Coon brings out the less known motives of these foundations, 
which deserves more than passing notice. The desire to escape 
from taxation, especially death duties, has played a very impor¬ 
tant role in the formation of these endowments. A desire, also, 
to spend money in creating public opinion and social influences 
favourable to the perpetuation of the present regime in industry 
has played a part in giving birth to endowments. The manage¬ 
ment of most of these endowments is in the hands of persons who 
are in positions of direction concerning the industrial interests 
that have brought the endowments into being. 

This interlocking of directorates of industrial and philan¬ 
thropic institutions is rendered more significant by the fact that 
most of the assets of the foundations are in industrial slocks, and 
that these stocks are normally operated in by the directorate much 
in the same way as’ a private holder would. Thus the endowments 
play a part of no mean significance in the financial control of 
industry. Control of industry without control of endowments 
would thus be seen to be impossible. 

The endowments tend to influence the policy of even research 
and educational institutions in ways favourable to vested interests. 
Some of the endowments have especially been established for the 
promotion of what would pass as leftist causes. But by far the 
largest number is interested in propagating a social philosophy 
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favourable to the vested interests of unrestrained capitalism. The 
difficulty of a beneficiary institution having real freedom is e^e* 
cially great in respect of economic instruction and research. On 
this subject the following extract from evidence led before a 
Commission appointed to inquire into the working of these endow¬ 
ments will be found to be interesting:— 

Mr. Chairman, I speak advisedly and after some inquiry 
when I say that the smaller colleges of this country 
are full of instructors and professors who have not 
been deliberately driven from larger universities on 
account of economic opinions unfriendly to benevolent 
exploiters in industry, but who nevertheless have found 
their chairs in the large universities untenable and 
have left them owing to influences which were irresis¬ 
tible but too subtle to complain of aloud. I do not say 
that this has been anything in the nature of a conspi¬ 
racy on the part of the interests who gave the millions, 
but the ever-present and powerful spirit of acquisition 
which is an integral part of the consciousness of our 
monopolistic combinations has moved instinctively 
along logical, self-protecting lines.” 

Even such imposing endowments as the Carnegie endowment 
for international peace works in the interest of sectional policies 
such as the consolidation of English speaking nations. This 
endowment played a very vital part in American participation in 
the last world war, and for aught one knows may play it again. 
In view of this all pervasive importance and power of the gigantic 
endowments they are held to be a menace in a democratic country. 
It is suggested by the author that all endowments above a mini¬ 
mum size should require registration under federal law. Restric¬ 
tions as to the maximum size, methods of investment and disposal 
of income should also be laid down. It is suggested further that 
a general power of res:ulating these endowments in the interests of 
the community should be reserved for the government. 

The size of the American fortunes and endowments undoubted¬ 
ly makes them essentially public concerns, and there is nothing 
on grounds of merit to obiect to the suggestions of the author. It 
must, however, be clear that the federal regulation of endowments 
can only be a part of a sreneral policy of regulated capitalism. 
The recent experience of the Roosevelt administration is only 
slightly encouraging. In a sense this matter is of more than 
American interest. The capacity of self-regulation shown by capi¬ 
talism will deride ifs future both for America and for the rest of 
the world. It seems that at any rate for the present ve^ed 
interests are too strong to allow federal regulation. It may be 
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tbat the prraott war will change the situation hejrond normal 
expectations. If this happens ‘ Money to Bum ’ will have a much 
more practical appeal than it possesses at present. It is an 
interesting companion book for a student of modem industrial and 
social life. 

D. G. Karve. 
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PART IV 


THE SCOPE OF ECONOMICS 

BY 

J. K. Mehta, 

University of Allahabad. 

For an exhaustive study of the scope of Economics one 
has to take up the following questions: (1) Is Economics a 
science, or an art, or has it both the aspects? (2) Is Eco¬ 
nomics as a science (if it is a science) a social science or 
simply a science of man? (3) Is the science of Economics 
a positive or a normative science or has it both these aspects? 
And, lastly, (4) What aspect of human activities is Eco¬ 
nomics concerned with? This last question amounts to 
asking, What is the problem of Economics? 

I do not intend, in this paper, to take up all these 
questions. Tlie reasons for that are two, one personal and 
the other academic. The personal reason is that I have 
delivered so many lectures during the last few years to 
under-graduate and post-graduate students on the scope of 
Economics that I have lost almost all interest in the three out 
of the four questions stated above. The academic reason 
consists in the fact that a considerable degree of agreement 
has recently been reached among economists on most of 
these questions, so that to write anything on them would 
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amount more or less to a resum6 of the work that has already 
been done by able and painstaking economists. 

My personal views on these questions are very similar 
to, though not quite identical with, those of Professor L. 
Robbins. I believe that diere is a science as also an art of 
Economics. An act considered as the act of applpng the 
scientific principles of Economics to the attainment of a 
given end is the art of Economics. Next, I believe that the 
science of Economics is not a social science, i.e., it is not 
concerned with the study of social acts but with all acts of 
men. It takes up the study of economic problems, no 
matter whether it is the society that is confronted with them 
or an individual and regardless of the fact whether their 
solution benefits an individual or a society. On this point, 
therefore. Economics differs from some other sciences whose 
object is more limited. Politics, for instance, is a social 
science and it is necessarily concerned with the welfare of 
society. 

I believe further that the science of Econimics can 
have a normative aspect besides the indisputed positive 
aspect. By expressing this belief I do not, however, mean 
to imply that I am entirely in disagreement with the views 
of those economists who regard Economics as merely a 
positive science. I do admit that Economics is neutral as 
regards ends; that it takes ends as given. But what I mean 
to say is that given an end, the normative science of Eco¬ 
nomics will point out the means that should be adopted to 
achieve the end. The positive science, from my point of 
view, merely indicates the means that are adopted to achieve 
an end. The difference between the positive and the norma¬ 
tive aspects of the study of the science is neither important 
nor very distinct and outstanding. The difference consists 
only in the way of looking at a problem. A complete and 
perfect study of the positive science of Economics leaves 
perhaps little to be studied under the normative science of 
Economics. 

I have here merely stated my views and not explained 
them; and the reasons for that I have already stated. I now 
come to the last question, for it is here that I have something 
that I wish really to say. Granting that Economics studies 
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haman activities, what aspect, we may ask, does it study? 
This way of posing the question makes it clear at once, that 
Economics is not concerned with a particular kind of 
activities, but with a particular aspect of activities, signify¬ 
ing that it is concerned with all activities. This point needs 
no further explanation. It is, 1 believe, now more or less 
universally admitted that there is no act of a person which 
falls wholly outside the scope of Economics. And one step 
further in the same direction brings us to the view that 
whether an act has a social significance or not matters little 
so long as it has an Economic significance. What then is 
this economic significance? If there is a brief statement 
that expresses its meaning better than any other it is that the 
economic significance consists in the cost significance. As 
I am addressing a learned body of economists I think I have 
a right to presume this knowledge on the part of my 
audience. 

It is necessary to understand, therefore, what precisely 
is meant by cost. The point is explained sometimes by say¬ 
ing that the achievement of ends requires means and that 
these means give rise to the conception of cost whenever 
they are scarce. When means to an end are not scarce their 
use does not involve any kind of cost. But it is not merely 
the scarcity of means that accounts for cost considerations. 
The real problem in Economics arises when scarce means 
have alternative uses. If every means had one use, that 
is, if every means could be used only to achieve one definite 
object, there would be no scope for the exercise of choice. 
Each means would be used in only one way—^there would 
be no problem awaiting solution through the activity of the 
rational mind. But scarce means do have altemative uses 
at least as between the present and the future. If we can 
use a commodity, for instance, for one objective purpose, 
only, we can still use it either now or later. Hence, it is 
seldom, if ever, that means have no altemative uses. The 
fact then remains that economic problems arise when means 
are scarce and have alternative uses. This is the view that 
is held by Prof. Robbins and his followers. 

Instead of talking in terms of means with alternative 
uses we might talk in terms of conflicting wants and, if it 
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can be shown that we can do so, the necessity of separating 
metuis from ends would be obviated. 

1 have argued elsewhere that means are almost always 
scarce in the sense, and the only correct sense, that they 
require effort to be used. If that view is accepted then the 
only condition for the existence of economic problems is 
the possibility of alternative uses of means. The fact that 
1 want to emphasise now is that when a means has alternative 
uses it is, in other words, capable of satisfying more than 
one want. Hence, economic problems rest on the existence 
of multiplicity of wants that a means can satisfy. But when 
means are not scarce the fact that many wants can be satisfied 
by each does not give rise to economic problems. It is only 
when means that satisfy more than one want are scarce that 
the real problem of their economic use arises. 

Now such an explanation has to face at least one 
difficulty. If scarcity consists in the fact that means require 
effort in their use, then perhaps all the means are scarce; 
and the condition of scarcity of means loses its meaning and 
therefore its force. But there is another apparent difficulty 
which is of a less controversial nature. There are cases of 
economic problems which do not rest on the scarcity of 
means. Suppose, for example, that a man has to go to his 
friend’s place. There are two roads leading to it. One of 
them is a shorter road, the other a longer one. But the 
shorter road is uneven and thorny while the longer road is 
smooth and even. Here the person has two wants which 
are important for our purpose. The one is. to save time, 
i.e., to reach his friend as early as possible, the other is to 
save his feet, i.e., to avoid hurting them. Here then an 
economic problem of a simple type arises. If he takes the 
shorter road the first want is better satisfied than the second, 
whereas the taking of the longer road satisfies the second 
want more fully than the first. The necessity for the 
exercise of a choice arises. An economic problem confronts 
the man. What is here the means that is scarce and has 
alternative uses? We might say that the means which is 
scarce is the goodness of a short road or the shortness of a 
good road. But there is no objective means like any of 
these. The objective means are only the two roads. The 
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alternative uses of goodness of a short road are to satisfy 
the want of saving time and the want of saving feet. But 
such an explanation takes away from means their objective 
reality. For this reason another explanation of the condi¬ 
tions on which economic problems depend is deemed 
necessary. (It may, however, be noted parenthetically that 
in the example just given the scarce means with alternative 
uses can be shown to be feet and time. The feet are liable 
to injury and therefore they are scarce and they can be used 
for other purposes and therefore they have alternative uses. 
Time is scarce because a man wants to have many experiences 
during a short interval of time; and of course it has many 
alternative uses. However, the explanation that follows 
seems to me to be preferable for reasons that have been 
explained towards the end of the paper.) 

It may be said that economic problems arise on account 
of conflicting wants, that is, when conditions are such that 
the satisfaction of one want interferes with that of another. 
It is in such cases that the necessity for the exercise of choice 
arises. Which want to satisfy and which not, or which want 
to satisfy more and which less is a real economic problem. 
Such an interpretation of the nature of the economic problem 
will bring within its scope all problems which are truly 
economic. 

Now, when economic problems arise on account of the 
conflicting nature of wants, their solution must naturally 
depend on the choice of the want which is most appropriate 
in some relevant sense. When the case is one of satisfying 
one want or another fully, the solution rests on the selection 
of one of them and naturally that which is more intense. 
But when the conflict between wants is of a more complex 
nature, such for example, that the satisfaction of one want 
is accompanied by a partial satisfaction of another want, the 
problem consists in deciding which want should be satisfied 
more fully in preference to the other. In the example we 
took, a little while ago, the problem consisted in the choice 
between a longer but smoother road and a shorter but thorny 
road. In such cases the solution does not depend merely 
on the intensities of the two wants but also on the extent to 
which each of them is capable of being satisfied. In other 
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words, the ability of the means to satisfy the wants in vary¬ 
ing d^rees becomes an important factor for consideration. 

In any case, then, the data necessary for the solution 
of economic problem consist in the knowledge of the int(Mi- 
sities of conflicting wants and the extent to which they would 
be satisfied by the adoption of alternative means. 

The intensity of a want is a psychological entity and 
there is no standard for its measurement. It is impossible 
to compare the intensities of two wants which are in them¬ 
selves different. There are, therefore, two ways open to us 
of conceiving of the comparison of wants. Either we can 
say that that want is more intense which exerts a greater pull 
on the person for action, that is, the want that is a more 
powerful internal urge is a more intense want; or that that 
want is more intense the satisfaction of which yields more 
pleasure. 

It will readily be admitted that the first way of judging 
the intensities does not really consist in more than saying 
that that want is more intense which is more intense. The 
second method of comparison of intensities is more real. 
The removal of a more intense want gives greater pleasure. 
Pleasure is, as it were, a counterpart of the removal of a 
want. 

If this method of comparison of want intensities is 
accepted as satisfactory it follows that for the solution of an 
economic problem one has to compare the pleasure or 
satisfaction yielded by two or more alternatives. One has 
therefore to gauge the satisfaction that the fuller removal 
of one want with a more partial removal of another would 
yield and compare it with a similar estimate in case of an 
alternative decision. 

In other words, divesting it of technicalities, the solution 
of an economic problem consists in determining which of 
the alternative courses open to us would yield the greatest 
satisfaction. This is utilitarianism or more precisely 
psychological hedonism and this principle, though long 
since abandoned by psychologists, still continues to dominate 
the works of the best known of economists. There 
seems to be no theory which can replace it with better 
results. 
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At any rate, then, if the hedonistic principle has some 
sense, the solution of an economic problem necessitates the 
act of estimating the satisfaction that alternative courses of 
action would yield. It necessitates, in other words, a mental 
process of thinking out the future results. It requires the 
knowledge of means, some idea of our own wants including 
those which are not fully consciously felt and the recalling 
back to our mind from past experiences the pleasure yielded 
by similar means adopted for the removal of similar wants, 
liiis mental process of thought may be called reasoning and 
the consequent action rational behaviour. It is thus possible 
to identify economically right behaviour with rational 
behaviour, as contradistinguished from instinctive 
action. 

Since satisfaction depends not only on the intensity of a 
want but also on the nature of means employed, it is obvious 
that the solution of an economic problem calls for a full 
knowledge of means or their ability to remove wants. And 
the recalling to our mind the pleasure derived under similar 
circumstances in the past, is only an attempt indirectly to 
judge the efficacy of available means in satisfying conflicting 
wants. And it is this necessity—^the necessity of having 
full knowledge of efficacy of means—^that makes it neces¬ 
sary to bring in the notion of pleasure. Otherwise, had the 
quality and nature of means no influence on satisfaction, 
that is, had the intensity of our wants been the only determin¬ 
ing factor it would not have been necessary to invoke the 
application of the hedonistic principle. For, in that case, 
the solution of a problem would have rested merely on the 
estimate of the intensities of wants and the wants being 
present at the moment and exerting an urge from within—a 
conative tendency—the estimate of their relative import¬ 
ance would have required no rational process of thought. 
ITie man would have been pulled in this direction or that 
according to the intensities of conflicting wants. In other 
words, human activities would have been instinctive instead 
of being rational. Rationality, therefore, consists at bottom 
in the process of calling back to our mind our past experi¬ 
ences and relating them to our present conflicting wants. 
That is how an economic problem is solved. 
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Hiis way of looking at the problem of £con(Hnic8y as 1 
have already said, does away widi the necessity of having to 
make a distinction between means and ends and consequently 
one is saved from making the further statement that econo¬ 
mics is not concerned with the end which it assumes as given. 
I will now explain why I regard this as an advantage. L^t 
me begin with an example. Suppose I wish to go to pictures 
one evening and I have the Regent Theatre in mind. Those 
who argue in terms of means and an end would say that 
taking this route or that is the means while being at the 
theatre is the end. Having taken this end as given, the 
relevant problem of Economics consists in selecting the most 
advantageous road. But consider for a moment whether 
this final end, namely, of being at the theatre is one that can 
be better or worse satisfied by taking a particular route. As 
far as this one end of being at the theatre goes, it is equally 
well satisfied by all the roads that lead to it. If, however, 
I have one other end, say, of reaching the theatre at a 
particular time, I will certainly think which road will satisfy 
this want better. Here, however, two significant considera¬ 
tions arise. First, Is the object of reaching tl^ theatre in 
time an end? Second, Is it likely at all for a person to 
have one end of this kind at a time? 

Taking the first consideration first, the object of being 
at the theatre in time is of course an end, but it is not a final 
end. I want to be in time because I want to see the whole 
picture and I want to see the whole picture because I want 
to understand the plot fully well and so on. Nobody can 
deny that the object of reaching the theatre in time is an 
end, nor can it be objected that such an end cannot be assum¬ 
ed as given. But what is the sense in taking such an end 
as given when we know full well that there are other ends as 
compared to which this end is a means. In my opinion, it 
is absurd to regard an end of such a character as given for 
purposes of the study of an economic problem. 

Take now the second consideration. Is a person ever 
likely to have the want of being at the theatre or being there 
in time as the only and isolated end? ^en there are other 
ways of passing the evening one is sure to compare this end 
with other ends or, to be more logical, one is sure to consider 
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the comparative merits of this means and other means of 
achieving some final end. 1 do not again want to deny the 
fact that when it is decided to go to pictures, going to pictures 
becomes the only end. I simply want to emphasise the fact 
that when there is an end which is more ultimate and for the 
attainment of which this particular end is selected as a 
means, no useful purpose is served by taking such an 
intermediate end as given. Is some good purpose really 
served by saying that it is not for the economist to consider 
whether going to pictures or being there in time is a desirable 
thing; that it is simply his duty to determine the best means 
of satisfying this end. 1 may once more, and for the last 
time, remind you that there is no logical absurdity in this 
view but there is not much sense either. 

What view, you will ask me, 1 am then proposing to 
take. 1 maintain that if we want to make a distinction 
between means and ends, and then take the end as given, it 
is most useful to understand by end the ultimate end of the 
person under consideration. That ultimate end is what is 
already indicated earlier in this paper: it is to obtain the 
largest measure of some agreeable feeling in the mind. This 
may smack too much of psychological hedonism which, I 
believe, does not now have a respectable body of adherents. 
But I have no space here to say more than what I have al¬ 
ready said in support of this view. Suffice it to say that this 
end can certainly be taken as given, so that the problem of 
Economics would consist in the selection of the means to 
attain this end. If this, then, is the substance of the theory 
that revolves round the distinction of means and end, I 
strongly maintain that the purpose is better served by express¬ 
ing the economic problem as one of conflicting wants, as 
explained earlier on. 

This paper has incidently raised a few questions of a 
purely psychological character. 1 shall refer to only one 
of them here. I have made the conception of the Economic 
aspect rest on the conflict of wants. Can a man, however, 
have more than one want at an instant of time? If he can 
not, the basis of my theory breaks down. I do not know 
what modern psychological theory has to say on this point 
But I am convinced that it is absurd to argue that a man can 
F. 2 
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feel only one want at one point of time and therefore wants 
never actually come into conflict. It is probably quite 
correct in abstract theory that at one instant of time one can 
feel only one want. For, an instant of time is so small that 
during it it is impossible to have in our consciousness even two 
wants. But the point is not whether at one point of time 
one can have only one want or more. I think the real point 
is whether the proper time unit for mental processes is the 
mathematically infinitesimal unit of time or a period of 
finite duration. I am inclined to the latter view. 
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Since the publication of Lionel Robbins’ book 'Nature 
and Significance of Economic^Science ’ in 1932, the scope of 
Economics is being reconsidered/ This paper analyses 
these recent developments and classifies them into three 
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distinct schools. It is suggested that the views of the pure 
theorists is a restatement, however refined and developed, of 
those of the Classical School formulated about a century ago. 
It is also pointed out that just as the Ricardian ideas neces¬ 
sarily gave rise to a revolt against them in favour of welfare 
economics, so also there has been in recent years a similar 
revolt. Further, an attempt is made to show that the wel- 
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fare concept, which the pure theorists disdain, is the logical 
consequence of Robbins’ definition. A plea for a wider and 
more human definition similar to the one associated with 
Alfred Marshall is made. 

Who exactly comprise the classical economists is still 
a matter of dispute. One school considers Smith, Ricardo 
and Malthus and their comtemporaries who thought similar- 
ly» c.g., Senior, Torrens, James Mill, etc., as the classi¬ 
cists. Smith has been regarded as the founder of classical 
political economy and Ricardo as its greatest representative.^ 
In John Stuart Mill, it is stated. Classicism reached its 
perfection and witli him began its decay. This school of 
thought applies the name “ Classical system ” to the order 
brought by Smith and Ricardo into the still chaotic state of 
economic enquiry in the 18th century. It regards the later 
followers, defenders and interpreters of these early 19th- 
century writers, viz., J. B. Clark and even Alfred Marshall 
as Neo-classicists. But another school* considers Marshall 
as “ representative of this classical body of doctrine ” and 
his great book on Principles “ not only the latest but the 
most authoritative rendering of the school of thought known 
as the Classical Economics.” ** Both his starting point and 
his point of arrival ” writes Davenport^ “ were—and were 
avowedly—at Classical positions.” The first of these 
interpretations is followed in this paper. In whatever 
respects Marshall was a classicist, he certainly was not one 
in his view of the scope and method. Consequently I have 
followed the view that the true and greatest classical econo¬ 
mist is David Ricardo. 

The fundamental classical ideas with regard to scope 
may be analysed under three heads: object, method and 
application. 

Positive sciences were taken as the highest form of all 
sciences, and therefore economics was also to be made a 
positive science. There was an unquestioned assumption 
about the nature of a science and the extent to which a human 


® Roll: History of Economic Thought, pp. 175-176. 
® Davenport: Economics of Alfred Marshall, p. I, 

*m, 
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Study could be made positive. Ricardo, writes Hollander® 
“ conceived a positive science of political economy, consti¬ 
tuted of the tendencies or laws prevailing with respect to a 
clearly defined group of phenomena.” 

The laws of such a science must necessarily be universal, 
unchangeable, inexorable and eternal; otherwise, it could 
not be a positive science. Economic laws, therefore, were to 
be similar. Such universality could be achieved only 
according to the data and the method. The data of econo¬ 
mics were a study of existing facts. In Ricardo’s hands the 
attempt to formulate laws or theories was based not even 
on the existing circumstances but on certain “ fundamental 
principles of human conduct,” i.e., on assumptions such as 
the economic man, competition, self-interest. On these data, 
conclusions were drawn by deduction and by abstract 
thinking.® There were, no doubt, differences among the 
classical economists themselves relating to the method 
employed in drawing conclusions. Thus Smith used both 
deduction and induction while Malthus was largely inductive. 
But the typical classical like Ricardo, Torrens, James Mill, 
Senior and Thunen relied largely on the hypothetical and 
{ibstract method. Ricardo’s contemporary, mentor, and 
editor, McCulloch refers to “ the brevity with which Mr. 
Ricardo has stated some of his most important principles, 
their intimate dependence on each other, the fewness of his 
illustrations and the mathematical cast he has given to his 
reasonings.”^ 

As a result, the next characteristic is that economics 
is concerned with wealth, not welfare. The classical em¬ 
phasises on wealth and motives as measured by money was 
the direct consequence of their belief that a science must be 
built up on measurable and definable data and that while 
wealth was measurable, welfare was not. The further 
inference was that economics did not and should not claim 

® G. C. K. Conner’s Review of Hollander’s Ricardo, Economic 
Journal, 1911. 

® Compare Haney: History of Economic Thought, 
pp. 276-277. 

McCulloch’s introduction to his edition of Ricardo'$ Works, 
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to guide but should merely describe, analyse and 
generalise. 

This classical view of Economics inevitably divorced 
the subject from reality, and, at a time when practical 
problems had to be solved in social interests, the refusal of 
these economists to offer solutions not only led to Economics 
being regarded as useless but even as a defence of the 
existing evils. The consequence was that the classical sdiool 
was attacked on three sides. Its method was criticised by 
the Historical School, its idea of scope by the socialists and 
its philosophy by the social reformers like Carlyle and 
Ruskin; so that towards the end of the 19th century. Econo¬ 
mics, by which statesmen like Pitt had swore hardly a century 
earlier, was in a chaotic and discredited state. It was left 
lo Marshall so to define the scope of our subject as to bring 
the two warring sides together and to reinstate the science in 
its former glory. 

In analysing recent views relating to scope, we may 
start with those of Prof. Robbins^ “ because his definition 
breaks new ground in British economics at least.”® He is 
the most outspoken champion of pure logic and the leader 
of the “ New Ricardians.” His theory has been called*® by 
various names: atomism, exclusionist positivism, static 
formalism, neo-Austrian theory, the ‘ pellet ’ theory of a 
plurality of ends, etc. 

Unlike Marshall who, even as late as 1920, i.e., about 
a century and a half after Adam Smith, regarded Economic 
Science as still in its infancy, Robbins, writing hardly 12 
years later, is convinved that it had reached a certain stage 
of development and that it had become sufficiently unified 
for the detection of the identity of the problems;** in the 
words of a still more recent writer,*® ‘ economics had reached 
the stage of adolescence.’ Such a claim about the rapid 

Nature and Significance of Economic Science. 

® Mcfie: op. cit,, p. 1. 

^®Souter and Parsons, op. cit. 

Op. cit., pp. 2-3. 

Mcfie: op. cit., p. 1 . 
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growth and maturity of economics reminds one of J. S. Mill’s 
claim in the last century that the theory of value in his days 
had reached such a stage of perfection that little improve¬ 
ment in it was possible. But the subsequent history of the 
theory of value is a warning against any claims as to the 
adolescence of Economic Science. 

Robbins next critises the current definitions of Econo¬ 
mics on the ground that the concept of welfare has no place 
in our science since welfare is immeasurable and elusive, 
that the definitions are classificatory and therefore unscienti¬ 
fic and that the ‘ materialistic ’ ideas narrow the scope of 
Economics. An analytical definition is given and the signi¬ 
ficance of Economic Science is both narrowed and broadened 
at the same time. It is narrowed in so far as certain 
problems, e.g., production, forming traditionally part of our 
study, are excluded from the new definition, and broadened 
in so far as any situation where ends are many and means 
scarce, i.e., where the problem is one of choice or 
economising, is included in the science. It is hardly neces¬ 
sary to point out the purpose of this new definition. It is 
to formulate a universal and positive science. This defini¬ 
tion does not, as Robbins claims,^® circumscribe an aggregate 
already in existence, but, to modify Mill’s words,^^ it leaves 
outside the city-waU a part of the city already existing and 
brings within, a part which was not formerly a part of the 
city. 

In his ideas of the methods, purpose and scope of 
Economic Science, Robbins resembles the Ricardians. 
Believing only in deduction and abstract reasoning as neces¬ 
sary in Economics and basing his conclusions on assumptions, 
Robbins builds up the science. Economics is value theory 
and vice versa. There are no normative implications in 
value theory or in Economics. This positive science is 
merely a statement of fact. “ Equilibrium is just equilibri¬ 
um.” Economics does not and should not concern itself 
with welfare. If it tries to do, it ceases to be a positive 

cit., p. 2. 

Unsettled Questions of Political Economy, p. 120 (quoted 
in Robbins, op. cit. p. 2). 
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science and therefore loses its universality. The economic 
laws are based on “ an almost ubiquitous condition of 
human behaviour” and deduced from the definition of 
£conomi(», and are universal. We thus find all the leading 
diaracteristics of the Ricardian school, namely, the complete 
dependence on the abstract and deductive method, the attempt 
to regard Economics as a positive science and, therefore, un¬ 
concerned with ends or welfare, i.e. to consider it non- 
normative, and lastly the belief in the universality of 
economic laws. 

I do not propose to explain or to criticise Robbins’ ideas 
at length since they have been explained and criticised 
sufficiently in articles and books,^® and since the views of 
those who differ from him and which are explained in the 
succeeding pages will also serve that purpose. I shall mere¬ 
ly point out how, on Robbins own definition of economy as 
the central problem of our study, considerations of welfare, 
become an integral part of Economic Science. I shall, in 
other words, try to answer the challenge'® that “ Robbins’ con¬ 
tention that the concept of welfare has no place in economic 
science remains both unanswered and unanswerable.” 

The essence of the scarcity definition is that economy 
is the subject-matter of the science. When human conduct 
is studied under conditions of scarce means and manifold 
ends, we necessarily study the choosing process. All choice, 
if rational, implies that greater utility or satisfaction in terms 
of sacrifice or cost is always preferred. This utility need 
have no relation to ethics. Thus when a person prefers 
alcohol to milk or to attending the church, his choice may 
be ignoble, or morally or physically bad. But the economist 
is not concerned with the wisedom or non-economic aspects 
of the choice. All that matters to him is the economic wel¬ 
fare aspect of choice, i.e., the greater utility that alcohol 
gave the consumer in terms of the alternative uses and 
relative cost. If Economics is concerned with rational 
conduct, such rational choice or economy means 

Vide the writings of Wootton, Santer, Fraser and Parsons, 
op. cU., 

Sutton : op, cit., E, /., 1937, p. 45, 

P. 3 
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muimisation of benefit. If the maximum advantage is not 
gained, then the choice is irrational and uneconomic. Eco¬ 
nomy is rational dioice, rational choice is so choosing that 
the larger economic benefit is chosen. If, therefore, econo¬ 
mics is concerned with economy, it must necessarily deal 
with and indicate how a larger economic welfare is achieved. 

The same reasoning can be shown to apply to society 
as a whole. Just as an individual has to choose between 
ends in disposing of his scarce means, society also has to 
choose. For example, the government has not sufficient 
public funds to meet all its requirements; consequently it 
chooses items of expenditure that yield society a larger 
saitsfaction in terms of money spent. Likewise, social acti¬ 
vity as a whole involves the choice between different ends. 
If social choice of activities is and ought to be rational, then 
economy is the guiding factor. Rational disposal of social 
capital, labour, land, etc., involves the same consideration as 
rational choice in the case of an individual, viz., the attain¬ 
ment of maximum benefit. 

This maximum benefit or satisfaction may be called 
welfare. Welfare has no ethical or non-economic signifi¬ 
cance to the economist. It is essentially economic. Whether 
a particular method of spending revenue is moral or not, 
whether the starting of particular industries is good or bad, 
whether a particular tax is undesirable or not, is none of the 
economist’s business to decide. He is concerned only with 
the question, Is it economically the best? i.e., does it give the 
largest utility in relation to sacrifice or cost? No doubt, 
social welfare, like individual welfare, is a resultant of 
various forces, of which the economist’s point of view 
represents only one. Thus, the establishment of a central 
abattoir in the Punjab, which was recently given up may 
be most economic and rational. The economist would 
advocate its establishment just as it is economically advisible 
to destroy large numbers of the under-fed and useless cattle 
in our country. But poular sentiment would not have these, 
and the statesman would probably not follow the economist’s 
advice. Again a particular medicine or medmd of treat¬ 
ment may be the best from the medical point of view. But 
considering cost, prejudice, etc., it may not, on the whole, be 



THE RETURN TO CLASSICISM ANU AFTER 


413 


the best. Thus when Mahatma Gandhi was in South Africa 
and Mrs. Gandhi fell seriously ill, she was advised by the 
physician to take some non-ve^tarian stuff, i.e., this stuff was 
medically the best, but the patient declined to have it, for she 
took into account other points of view. Thus what really is 
social welfare depends on various points of view and the 
economist’s is one point of view. Social welfare is a com¬ 
promise between economic welfare, religious welfare etc.. 
But each of these represents the ideal from its own stand¬ 
point. 

The economist’s ideal is economy, i.e. he points out that 
scarcity of means and multiplicity of ends is a ubiquitous 
condition of all human society and that rational choice 
implies utilisation of social resources in the economically 
most advantageous manner. The economist would, for 
example, feel that it is more useful to spend on a railway 
and not on .a tank. But political factors or local feelings 
might be in favour of the tank. But he is not concerned 
with this, and he would say that the test of economic welfare 
prefers the railway to the tank. He is not concerned with 
the non-scarcity aspects of human behaviour. He would 
only say that economy is and ought to be the basis of all 
rational choice and therefore a particular course of action 
is economically the best. 

This interpretation of the economist’s purpose in society 
and of the scope of economics may lead to the criticism that 
satisfaction or economic welfare is measurable in the case of 
an individual but not in the case of society. In fact, this 
appears to be Robbins’ criticism of the welfare definition. 
Nobody will question the universality of the laws of dimi¬ 
nishing marginal and equimarginal utilities. But various 
factors such as wealth, tastes, etc., increase the difficulties of 
applying these laws as between individuals and to groups. 
With their present apparatus economists are not able to 
measure social utility or welfare accurately. It is, however, 
the duty of the economists to improve their tools and to find 
new ones which can serve their purpose. Even in the present 
stage of the development of economic thought, applications 
of Aese laws in society and comparison between individuals 
has been possible. It will not, however, do to decline to 
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improve our measuring-rod or to consider economic welfare 
as outside our sphere. The positivist attitude to welfare 
appears to be the result of the assumption that economics had 
reached the adolescent stage and that it must become 
immediately as universal and exact as the physical sciences. 
There is no need for any particular hurry in this direction. 
Mathematics, the least inexact of the sciences, has taken at 
least a couple of thousand years before reaching the 
present stage, and even now has not ceased to grow. How 
much more so should economics, hardly one hundred and 
fifty years old and dealing with the human beings, develop? 
It is, therefore, imperative for all economists to remember 
Marshall’s observation that economics is still in its infancy, 
although it is not as young and infant as Psychology or 
Eugenics. 

We may now follow the trend of thought in other econo¬ 
mists. As in the case of Ricardian economics in the last 
century, so also the Static formalism of Robbins’ had led to 
revolt. Of the two distinct schools of rebels, the first group, 
which is Marshallian in its ideas relating to scope, consists 
of E. F. M. Durbin, L. M. Fraser, Barbara Wootton, 
Beveridge, and others. The second group comprises Mcfie, 
Souter, Parsons and others and may be called tibe ethical or 
sociological school as it gives economics a philosophical bias. 
There is also a third trend of thought which restates to the 
ideas of Hobson and of the Institutionalists but this phase is 
not noticed below. 

It may be pointed out here that these schools have many 
ideas in common. They agree in regarding Robbins’ views 
as too narrow and unhuman for a social study. They hold 
that the normative and welfare aspects should be prominent 
in Economics. They rely less on deduction and abstraction 
for developing the science. But these are essential differ¬ 
ences between these schools, and particuarlly the first two. 
Thus the “ Marshallian school ” concentrates on Economics 
proper and refuses to dabble in other social subjects, and 
even to regard it as a mere adjunct of the others or as an 
integral and inseparable part of an organic whole. It be¬ 
lieves in economic laws based on facts and on observation, 
which are descriptive as well as normative and at the same 
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time tend to be universal in diaracter. The “ philosophical 
school ” bolds economic values to he a part of the ultimate 
values of the good and the beautiful; some in this school 
even doubt the possibility of having laws in economics. 
The third school emphasises practical problems and their 
solutions rather than ^eoretical analysis. 

Each of these schools may be considered in detail. I 
have called Durbin, Fraser, Wootton, etc., “ Marshallians,” 
not because they are the accredited followers of Marshall, 
but because their views closely resemble those of that great 
economist both in method and in the central theme. 

Alfred Marshall’s analysis was characterised by the 
attempt to study man’s activities with the ultimate object of 
increasing human welfare. Economics was, on one side, a 
study of wealth and on the other and more important side, 
a part of the study of man. It was concerned with his well¬ 
being. “ May we not outgrow the belief,” writes Marhsall, 
“ that poverty is inevitable?” He was a welfare economist 
but at the same time a scientist. He was not carried away 
by ethical ideas such as the good and the beautiful as, e.g,, 
Mcfie is. His object was to study facts, formulate 
generalisations and use them to increase welfare. He made 
use of the deductive as well as the comparative method. In 
short, he attempted to bridge the gulf between the unreality 
and abstraction of Rocardian economics, and the purely des¬ 
criptive ideas of the Historical School or the ideological and 
ethical views of the Socialists and of the Reformers like 
Carlyle and Ruskin. 

These outstanding features of Marshall’s teaching— viz. 
welfare economics, scientific study of human activities with 
this object, and the use of the deductive and inductive 
methods—are found in the school of thought described below. 
Three economists will be taken as representative of this 
school—^Durbin, Fraser and Wootton. 

Durbin wants to bring theory and fact together. 
According to him, we make no effort to bring theory and 
observation in any synthesis of our own and we do not also 
co-operate with other aspects of humem studies. “ Our pure 
theory ” he observes, “ is developing at a bewildering rate 
into an unintelligible thicket of complex variables and 
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mi^matical symbols.” Not that there should be no 
theorising but the theories must be capable of verification 
and based on observation. “ The neglect of evidence, in¬ 
deed, the contempt for evidence, felt by economist is simply 
extraordinary.” Verification is possible by pro^osis or 
prophecy or parallel prophecy methods. Social sciences are 
interdependent and inter-influencing. Co-operation among 
the social studies is, therefore, necessary. “ The task of the 
social scientist is, therefore, the same in all essential princi¬ 
ples as that of the natural scientist—to apply logical process¬ 
es to the data of observation and to attempt the verification 
of hypothesis upon the assumption of the continuity and 
determination by general laws, of all events.” 

L. M. Fraser holds similar views. Economics, he says, 
is something more than mere value theory or equilibrium 
analysis which no doubt has its uses. This analysis has 
even a normative aspect, for a position of competitive equi¬ 
librium is an optimum, though not necessarily an optimum 
ofaimorum. “ If the environment changes, it is not 
optimal.” Thus equilibrium analysis will not of itself tell 
us what is the economic ideal. But, so far as it goes, its 
advice is unambiguous and of practical importance. It may 
not indicate what is the best use of our resources, but it will 
establish that certain ways of using these are necessarily bad 
—are worse than others which might be achieved even within 
the same institutional framework.” Although there may be 
dififerences about the ends of social policy, economics must 
contribute to social welfare. For Economics is a social 
study and its purpose is to advance well-being. Such a pur¬ 
pose is best achieved by co-operating with other social 
studies. Fraser consequently emphasises the limitations 
imposed upon economic analysis by the facts of life and 
would like theory to be close to concrete living problems. 

Babrara Wootton is the third representaitve of this 
school. She has been regarded as a mere advocate of 
empirical studies^^ but this is misreading her. “ We spend 
too much time ” laments Mrs. Wootton, “ forging theoretical 
tools and too little time trying to make practical use of diem. 


Durbin: op, at., E. 1938. 
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and we also spend too much time making tools of one kind 
and too little time making equally, if not more useful, tools 
of other kinds.” She appeals to the economist to come out 
of his unreal “ apple-pie world ” and to face facts and real 
problems. By confining the subject-matter of economics to 
the traditional or Robbinsian “ value analysis,” more useful 
work has been neglected. Therefore, she pleads for a new 
foundation of Economics and for the abandonment of 
analytical in favour of realistic studies. Not that general¬ 
isation should not be formulated, but they should be based 
on facts and real problems, and show the way for a better 
world. Therefore, suggests Mrs. Wootton, lay out schemes 
of social research, evaluate and coordinate results and thus 
contribute to social welfare. 

Turning now to the other school of rebels: The first 
writer, we may consider, is Alec Mcfie.’'* He states^* that 
what Robbins has said cannot be resaid. “ To me it appears 
final, within its chosen scope. I regard my work as a super¬ 
structure, in my opinion an essential superstructure, on that 
basis.” But, Mcfie’s position app>ears to me to be radically 
different from that of Robbins. 

TThe central idea of Mcfie is that there is a 
positive as well as a normative economic science. Agreeing 
with Robbins about the inadequacy of the materialist defini¬ 
tions, he feels*® that economic activity is purposive—through 
and through, and that “ economic science in its full sense 
must therefore both analyse the rules which follow from the 
“ presupposition that it is reasonable to economise, and show 
how hey work in any economic society, ideal as well as real.” 
Normative or social economics is “ a crowning science which 
examines the relations of the facts in the light of the laws 
deduced by the positive science, to the ideal of social 
economic welfare.”*^ TTie economic good of society exists 
as a practical as well as a logical norm. This norm is 

An Essay on Economy and Value. 
p. vii-viii. 

20/6W., pp. 20, 23. 

21 Ibid., p. 24. 
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distinct from the actual demand schedules on which positive 
economics is based. “ Ethical activity,” observes Mcfie,*® 
” is in fact characterised by the ought—^the ideal and the 
central argument of this essay seeks to prove that the same is 
true of economic activity; there is an economic ought . . . . 
Positive economics has built upon invaluable technique.” 
flconomy is a norm and is an aspect of the moral norm. 
There is a scale of values and economy has its place in this 
scale. It is a vital, essential and distinguishable element in 
our experience of all the final values, the best established of 
which are beauty and goodness,*® and economy is closely 
related to these. It is an essential element in the good life in 
the experience of beauty and of the final values. It is not 
a factor, a uniformity like Boyle’s law but a value. “ If, then, 
the argument of this essay, that economy is a value is sound, 
it follows that it takes its place in the framework of social 
values under some such category as the organic whole.”** 
Robbins’ criticism of the materialistic view is finally justified, 
writes Mcfie, only, if the principle of economy is itself 
spiritual or valuable, for you cannot reduce an ideal, such 
as social economy, to material terms.” 

Economics in the full sense does not just examine facts; 
it rationalises, indeed, creates the experience with which it 
deals. Positive economics is not a final science.*® It is 
limited in scope. It deals only with one principle affecting 
human action in society and only with one section of this 
principle, i.e., with economy so far as it is illustrated in ex¬ 
change. It can solve no practical problem. Its basis is 
hypothetical and abstract, and, therefore, it is unreal.*’ It 
confines itself only to the mediatory aspect of ends and 
means which, however, are correlative terms and each of 
which is incomplete without the other. On the apparatus 

2® Ibid., p. 26. 

2® Ibid., p. 46. 

2< Ibid., p. 72. 

25 Ibid., p. 73. 

2e/6itf., p. 101. 

22 Ibid., p. 120. 
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and rraults established by positive economics, normative 
economics works out the changes necessary to attain a more 
ideal society. Positive economic science is founded on a 
static society or a succession of such societies, whereas the 
other assumes a developing society. The former should, 
therefore, be used as the developed method and logical basis 
of social economic theory. “ In positive economics, there¬ 
fore, we shall be immersed in the logic of a particular stage, 
whereas in normative economics all our endeavours would be 
directed towards the growth of the stages through time into 
a desiderated society.”^* Thus Mcfie starts with claiming 
to build only the superstructure on Robbin’s foundations, 
but ends by considering positive economics as only a part of 
economic science, by introducing the normative aspect deal¬ 
ing with welfare, and by closely associating economy with 
ethical ideals. 

Souter^® is another young writer whose views are 
radically different from those of the positivists. He is 
regarded by some critics®® as a Marshallian and an advocate 
of “economic imperialism,” i.e., as suppressing the independ¬ 
ent existence of other sciences in favour of Economics. But 
this view is inaccurate. For Marshall neither advocated nor 
believed in economic imperialism. Nor does Souter. In 
fact, as shown below, Souter’s position is essentially different 
from that of Marshall’s. 

Economics, according to Souter, has for its province the 
concrete department of social life—^men’s activities in busi¬ 
ness. There is unity in man’s social life and economic 
theory by itself can only partially solve our problems. 
Souter further questions the precision of economic theory 
and holds that except under certain very specific assumed 
conditions, viz., those of stationary general equilibrium, the 
whole system of our economy in all its inter-relations cannot 
be formulated with perfect precision. He completely 

Ibid., p. 84 

Prologamena to Relativity Economics —Nature and Signi¬ 
ficance of Economic Science, Q. ]. E., 1933. 

Some Reflections on the Nature and Significance of 
Economics, Q. J. E., 1934, p. 522, 

F. 4 
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repttdiat«» the legitimacy of any abstraction whatever for die 
purposes of general theory as against the “ one-at-a-time ” 
method. And, as Parsons puts it,*^ he comes very near 
radical historical relativism holding that there is no general¬ 
ly applicable economic theory but only a plurality of theories 
each applying to a particular historical system—^ideas 
certainly not found in Marshall. 

Talcot Parsons, though a sociologist, may be put in 
this group. He stresses the inter-relations of social sciences 
and regards them to be an organically united society. There 
is no economic vaccum or abstract, pure economic society. 
The independence of Economics is founded, not on the 
separate existence of economic forces or even actions, but on 
the fact that economic elements in action are subject to dif¬ 
ferent causal laws from the other elements. There is a set 
of normative rules governing the whole complex of economic 
activities. One of the central elements of economics as of 
other branches of sociology is the relationship of institutions 
to economic activities. (Note the close resemblance of 
Parson’s ideas with those of Thorstein Veblen and the Insti¬ 
tutionalists.) Economics, therefore, cannot be made a 
positive science on the analogy of the physical sciences 
without altogether discarding the essential features of the 
subjective means-ends analysis which is the subject-matter of 
Economics. The ultimate ends of individuals should be 
compatible with each other. This is the basis of order in 
society, and this conclusion follows essentially from the 
basic conception of action as a process of adaptation of 
means to ends. 

Economic laws, continues Parsons, are not descriptive 
but normative, i.e., a rational type case. Given the data, 
they are a Norm of rational action. This idea of a norm 
in which men can be conceived of as trying to attain by 
effort is something entirely foreign to the positive physical 
sciences. Celestial bodies do not strive to follow their orbits 
but they merely do. Thus Parsons emphasises the normative 
aspect of economics and the need for institutional back¬ 
ground and for co-operation of social studies. 


81/fewf., p. 531, 
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To sum up; TTiere appears to be a cycle in economic 
thought relating to the scope and method. The Robbinsis^ 
restatement of Ricardian positivism emphasises the need for 
a scientific attitude and for an attempt to make our study 
more accurate. But, as a consequence of its extremism, 
“ many of the younger economists are turning once again to 
deliberately normative theory directly applicable to 
problems of social reform.” The economist must be both a 
tool-maker and a tool-user, but Robbins pleads only for the 
former. The analysis of the market-place is only a preli¬ 
minary to the pointing out of the path of economic progress. 
The justification for any science, be it physical or social, is 
its usefulness to mankind and its ability to contribute to 
human welfare. Such is specially the case with social 
studies. To achieve this object, it is not enough if economics 
is merely taxonomic. It must treat economic life as a 
development. It is not enough if we develop only a body of 
logically consistent propositions. These must be based upon 
a study of the growth of institutions. No study is scientific 
in Economics if the evolutionary aspect is neglected. 
Marshall’s attitude to the scope of Economics appears to me 
to be the ideal one, excepting for some verbal errors such as 
the USE of the word ‘material.’ This correct and human 
standpoint may perhaps be traced to his conviction that while 
economics was to be a science concerned with well-being, it 
was still an infant. Let us only remember Ely’s warning 
that “ Economics is a science, but something more than a 
science; a science shot through with an infinite variety of 
human life, calling not only for systematic thinking, but for 
human sympathy, imagination and in an unusual degree for 
the saving grace of common sense.” 




SCOPE OF ECONOMICS 


BY 

H. B. Bhide, M.A., LL.B., 

Samcddas College, Bhavmgar (Bombay). 

At the st.art I should like to invite attention to what Sir 
Arther Salter calls ‘ a curious paradox of nomenclature.’^ 
Says he “ It is a curious paradox of romenclature that what 
is now termed Economics should have ceased to be called 
“ Political Economy ” in just the period when the older 
name would be more appropriate. The world in which the 
more elderly among us learnt the elements of Political 
Economy was still in the main a world of laissez faire . . . 
All that is now changed. The area of State activity is 
enormously enlarged. In every country, though with 
differences of form and of extent, changing governmental 
action determines the conditions under which men make 
their living and the government is often an active participant 
in their enterprise. Thus, while in the last century the 
economy of the world was non-political, it is now in the 
essence a ‘ political ’ economy.” 

This extract serves as a good introduction to our subject. 
It is suggestive of one important consideration. It implies 
that the scope of economics is not rigidly fixed and that it 
is relative to and conditioned by the subject-matter of other 
allied social sciences. 

It is difficult to locate in time the beginning of modem 
economics. Bonar says that ‘ Political Economy begins with 
the growth of states in their modem form,’ and, that die 
mercantile theory is ‘the first modem product of stricdy 
economic speculation.’® Some historians, however, credit 

1 Economic Politics and Peace, p. 1. 

Philosophy and Political Economy, pp. 60—69. 
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the Physiocrats with being the founders of the science of 
political economy, while others, again, assert that the honour 
belongs to Adam Smith. These differing views may be 
synthesised thus:—^Prior to the 19th century, there were 
three cycles of rapid change in industry in each of which 
one of the three chief industries was shifted from small to 
large capitalistic units. These three industries were 
commerce, agriculture mid manufacture. The rise of trade 
was commercial revolution, the development of capitalistic 
agriculture was the agricultural revolution and the mechan* 
isation of industry was the industrial revolution. The first 
revolution may be dated at C. 1500—1750, the second 
1688—1793, and the third about 1755—1850. These 
revolutionary periods were critical and they inevitably led 
to equally radical changes in mental outlook. Thinkers 
began to rationalise, giving rise to three successive strains 
of thought. The rationalisation of the commercial revolu¬ 
tion produced mercantilism, the rationalisation of the agri¬ 
cultural revolution produced physiocracy and the rational¬ 
isation of the industrial revolution produced English classical 
economics.® We can, therefore say, without any glarii^ 
inaccuracy, that systematic speculation in Political Economy 
has its beginnings in the 16lh century, and that it has beaa 
continued almost without break during the last four hundred 
years, though we must admit at the same time that it has 
been invested with an exactly scientific character during the 
last century and a half only. 

A survey of economic thought since 1500 will enable 
us to form an idea as to the proper scope of economics. At 
the same time we must not ignore what the earlier writers 
had to say regarding man’s economic activities prior to the 
16th century. There might not have been discussions on 
economics, but surely, there were economic discussions. 
Economic maxims were in those days not clearly formulated, 

E t there was a good deal of economic pra(dice; for instance, 
^slation respecting fair price wages and usury. (Tlie 
distinction between economic maxims and economic practices, 

*See H. W. Peck, Economic Thought and Us Institutional 
Background, pp. 47-48. 
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important elsewhere, does not affect our purpose 
adversely. Our immediate ctmcem is to discover the place 
of ecmiomic activity in the general scheme of human life as 
conceived by the ancients.)* A study of such earlier 
writings, also, will, therefore, prove of great help. 

‘ Nothing moves in European world which is not of 
Greek origin; ’ so we approach first the Greek Philosophers. 
To their mind, the highest good for man is the ctmtempla- 
tion of truth and the practice of virtue. Both to Plato and 
Aristotle, wealth is no more than a means to that end. ‘ A 
certain measure of material resources is no doubt held 
indispensable, but it is viewed as a fixed factor. The 
progressive increase of wealth in a people is regarded as an 
evil rather than a good. Anything beyond the necessaries 
of life is thought to tend to evil; and the necessaries of life 
are not conceived as expanding with spiritual needs, but 
(especially in Plato), as rather diminishing than increasing, 
with the growth of extraordinary powers and gifts. The 
doctrines of the Epicureans and Stoics who followed next 
have no direct and important bearing on economic theory. 
According to Cannan, these ancient philosophers were not 
and could not be economists in our sense of the term, inas¬ 
much as they professed to be concerned with higher things.® 

The conditions of the Roman Empire were even more 
unfavourable for economic theory. Like the Greeks, the 
Romans looked down upon trade and industry which were 
considered too undignified to be pursued by citizens. We 
then come to the Dark and Middle ages. Economic matters 
came in for a somewhat greater consideration at the hands 
of Christian theologians. Their ideas were the product of 
their own as the Greek Philosophers’ were of theirs. Yet 
in one respect they were simiUr. Like the Greeks, they 
subordinated economic considerations to certain higher ends. 
Sudh an attitude is reflected in and illustrated by Ashley’s 
story of the honest-book-buyer who gave ‘ the just price ’ for 
a hwk thou^ the bookseller had, in his ignorance, asked 

*Cf. N. Keynes, Scope and Method of Politicot Economy, 
N. I, p. 32. 

® Review of Economic Theory, p. 3, 
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for less.® As a result, Qiristian notions of wealth and its 
distribution were practically the same as in Plato and 
Aristotle. During the feudal age a sort of agricultural 
economy made its appearance. Feudalism as a system is as 
much agrarian as military, though its military diaracter 
appeared to preponderate over agricultural. For our 
purpose, therefore, the feudal economics may be classed 
with its predecessors as one in which economic activities 
were considered subservient to non-economic ideals. 

Thus we find that till we come to the dawn of modem 
era, there is economy, private and even public, but no eco¬ 
nomics or political economy. (This inference is in no way 
invalidated even if we carry our study back to pre-Greek 
ages of human history. The Hindus and the Hebrews held 
an ideal similar to that of the Greeks—at least as regards 
the subordination of economic activity to religion. Going 
further back, emcient life in Sumer and Egypt displays 
immense economic activity, even comparable to the present- 
day one. But in those days, also, it seems, from the scanty 
literary evidence that is available, that wealth-pursuit was 
not an end in itself.) Secondly, wealth was considered by 
some as an evil, deserving renunciation if spiritual develop¬ 
ment was to be achieved. Others regarded it as a necessity, 
but only so far as it provided leisure and facilities for higher 
pursuits. If at all a science of economics had been possible 
in these social surroundings, we can well imagine the restrict¬ 
ed scope it would have b^n allowed for its functioning. 

Modem era begins with the rise of nationalities in the 
16th century. For various reasons, the Christian outlook 
on life was undergoing a radical chan^. If we are to 
appreciate in its tme perspective what Hilaire Belloc calls 
the ‘ Crisis of Christendom,’ we must carefully note the forces 
at work that were responsible for the ‘tragic change.’^ 
Christendom reached its summit during the three centuries, 
11th to 13th; the most glorious of them was the 13th. Hie 
progress of Christianity was accompanied by a corresponding 

^Economic History, I., 133. 

^ Hilaire Belloc, The Crisis of Our Civilisation, pp. 93 and 
following. 
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dedine of material power. Shortly after 1300 A.D. the 
change begins. The decline lasts through two centuries, the 
14th and 15th, and culminates in the Reformation. During 
this period there is a great material advance with which, 
however, went a spiritual decline. Medieval Europe had 
perhaps believed in the saying “ Blessed are the poor.” 
The new Europe began assuredly to believe in the blessed¬ 
ness of rich nations.'* Espinas vividly describes the change 
in these words:—Religion became nothing but an obstacle 
to be removed or an instrument to be used. The Church 
became in France an organ of the State. History entered 
on an age of gold and iron and Europe appeared like the 
scene of a tournament in which every kind covetousness 
appeared in conflict. (Italics not in the original.) 

The factors that dissolved Christendom created modem 
politics and economics; or, we should rather say political 
economy instead of economics. For, before this time, there 
was private economy and from now state economy came to 
the fore. Politics and political economy were henceforward 
separated from religion and ethics as traditionally conceived. 
The Canonist doctrine was getting steadily weaker till about 
1600 when there was a complete collapse of its power to 
regulate economic life. With the end of the Canon Law, a 
profound change occurs in the relation between theological 
and economic thought. There yawned an ever-widening 
gulf between ethical precept and economic practi.ce, and 
religion ceased to represent the synthesis of an ideal of life 
and a code of conduct." 

It seems that there is now an agreement among 
Historians that modern capitalism was bora in the 
Renaissance and the Reformation age. But it is a moot 
point whether it is the child of Protestantism or of 
Ceographical Discoveries. Whatever might have been the 
case, one thing is certain; it is that me scale of values 
remained no longer the same as before. Luther and Calvin 
attempted to spiritualise Political Economy. Piety and 


^Cannon, p. 6. 

® Eric Roll, A History of Economic Thought. 
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Profit were no longer the antagonists that they had been; 
they went now hand to hand. Even more, Profit was 
considered the surest index to Piety. Profit-making and no 
renunciation was the true glorification of God’s work; active 
life was said to impart virtue while a life of penance and 
contemplation was considered stultifying to His Glory. In 
these circumstances Mercantilism originated. 

Mercantilism is essentially Political Economy and not 
Economics. Original stimulation to trade expansion might 
have come from Geographical Discoveries; but effective 
momentum was imparted by the rising nations. Political 
requirements necessitated economic control. Therefore, 
political economy of the period was chiefly concerned with 
the political or national aspect of economic activity. Public 
and not private economy was its subject-matter. Whether 
Mercantilism is a Philosophy, Science or Art we need not 
attempt to prove; but, that it had a definite objective in view 
cannot be disputed. 

When we come to the physiocratic age, we find a shift 
in emphasis from trade and exchange to agriculture and 
production. There was, moreover, more systematic thinking 
and the art of political economy was provided with a 
philosophical and scientific basis. But so far as its scope 
was concerned, it was more in accordance with the preceding 
Mercantilism than the succeeding Classicism. It was rather 
national than individual economic welfare that the physio¬ 
crats were in search of. (It is true that the Physiocrats 
laid stress on individual freedom and initiative, yet their 
main interest lay in national solidarity and progress.) In 
one respect, however, some advance was made. Political 
Economy was the handmaid of politics during Mercantile 
regim6; under Physiocracy, the companion. Political 
administration, according to these speculators, was not 
concerned with defence only. Its responsibility was two¬ 
fold, military and economic, for the achievement of protec¬ 
tion and progress. 

The physiocratic notion regarding the content of the 
science of political economy finds correct expression in the 
title of the work of Sir James Stewart, published in 1767. 
It reads thus—Inquiry into the Principles of Political 
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Economy being an Essay on the Science of Domestic Policy 
in Free Nations. He is perhaps the first writer to blend the 
ancient Greek sense of economy with modem. Says he 
“ Economy in general is the art of providing for dl the 
wants of a family with prudence and fmgality .... what 
economy is in a family political economy is in a State.” 
About 4e scope of the science he says;—“ The principal 
object of this science is to secure a certain fund of subsistence 
for all the inhabitants, to obviate every circumstance which 
may render it precarious; to provide everything necessary 
for supplying the wants of the society and to employ the 
inhabitants (supposing them to be freemen) in such a manner 
as naturally to create reciprocal relations and dependencies 
between them, so as to make their several interests lead them 
to supply one another with their reciprocal wants.” This 
statement of the objective of Political Economy describes 
fairly correctly the modern attitude of nations, particularly 
in the post-war period. [Cannan derides Stewart as a 
thorough believer in the old mercantilist beggar-my- 
neighbour-nation policy (ibid., p. 24). It was all right 
when mercantilism had fallen into disfavour since Adam 
Smith’s time. Recently, however, the wheel has taken an 
upward turn and it is not now the heresy that it once was. 
The post-war economic policies of all nations savour strongly 
of mercantilism, sometimes, to nauseating point.] 

In 1771, an Italian writer. Count Pietro Verri, publish¬ 
ed Meditations on Political Economy. He is very explicit 
on the scientific character which political economy had been 
gradually assuming. He says, that the Discoveries had 
imposed a new orientation on the economic activities of the 
state and the individual; that economic facts were no longer 
in isolation; that new facts were fast accumulating and that 
therefore reason should attempt to throw light on them. 
“ The moment seems to me to have come when political 
economy is developing into a science; there was only wanting 
that method and that linking up of theorems which would 
give it the form of a Science.”^® 


^^Cmmn, p. 42. 
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This is the first clear indication of Political Economy 
tryii^ to emancipate itself from the domination of Politics. 
At the Reformation, Politics and Economics were released 
from the control of religion and ethics; but Economics 
remained tied down to Politics. Time was now coming 
when serfdom of Economics was to end. Verri is the fore¬ 
runner to announce the near attainment of freedom by the 
Science. 

In spite of his greatness, Adam Smith cannot claim any 
share in this inevitable liberation of Economics. He avoids 
using ‘ Political Economy ’ in the title of his works, though 
it seems to have been intended as a synonym for the term. 
Moreover, to Adam Smith, Economics was a part of Politics 
and both these were included in Moral Philosophy. Cannan 
tells us that “ ‘ his jurisprudence lectures ’ which were 
delivered by him as Professor of Moral Philosophy, were 
divided between Justice, Police, Revenue and Arms, and the 
two middle parts, police and revenue, cover what we call 
economics and public finance.” 

Though thus economics was relegated by him to a sub¬ 
ordinate rank in his scheme of philosophy, he defined its 
limits, comparatively speaking, with greater clearness than 
any of his predecessors. His influence decided the contents 
of modern economics—Production, Distribution, Exchange 
and Public Finance. (There is a difference of opinion as 
to which of these is the essential feature of Smithian eco- 
nomi^. According to Toynbee, Smith’s most significant 
contribution is towards production economics. Mitchell 
agrees in this view. Taussig, on the other hand, holds that 
^ modem approach to the subject of Distribution is Smith’s 
invention. Spann believes that his main contribution is in 
the field of market price, value and distribution.) 

In the history of ‘ ^ope of Economics,’ Adam Smith’s 
position is interesting. He read teleology into Economics 
yet he helped to create ‘ homo economicus.’ In his works 
economic ‘facts classed themselves,’ (in Mill’s words), yet 
there was no intentional clear-cut classification of them so 
as to lead to a scientific definition of Political Economy. 
Himself no hedonist he would have been surprised to see 
later writers import utilitarianism into his work. His eco- 
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notnic enquiry was concerned with ‘ national wealth ’ yet he 
pleaded for individual accumulation of wealth. As a 
philosopher, he advocated economic welfare of the whole 
society, yet there is truth in Carlyle’s objection that ‘ political 
economists in his day confined ditir attention to the produc¬ 
tion and exdiange of wealth and said too little about the 
distribution of it.’ 

Till the days of Adam Smitli, it was chiefly the philo¬ 
sophers who wrote on economic subjects—from Plato and 
Aristotle to Thomas Aquinas, Locke, Hume, and Adam 
Smith himself. (The mercantilistic writers were no philo¬ 
sophers, it must be noted.) They handled Economics as an 
integral part of a wider social science. But Adam Smith’s 
work had the rather unexpected consequence of divorcement 
of economics from allied sciences. There were various 
reasons for such result. Since the days of the Reformation, 
there was the growing tendency to believe that piety did not 
prohibit profit-making; and, it was easy to slip into the 
mistaken belief that all profit-making was pious. Thus 
religious sanction was invoked to raise the status of Eco¬ 
nomics. Then, as Verri and Mill said, accumulation of 
economic facts were sure to necessitate their classification 
and analysis which in their turn would lead to abstraction 
of economic facts and definition of economic science. In 
the third place, economics came to govern the individual 
and national life to an extent undreamt of before. The 
industrial revolution manifested to the full extent the eco¬ 
nomic tendencies that were latent in the Reformation move¬ 
ment, and it found its economic philosopher in Adam Smith. 
Not because of him, but, perhaps in spite of him, economics, 
which with politics had been secularised two hundred 
years previously, was freed from its thraldom. There are 
seen to be four stages in the history of the emancipation and 
uplift of economic science. At first, and for a very long 
time, it and Politics were merged in Ethics and Religion. 
With the advent of modem era, the two were despirituidised 
and unmoralised but Economics remained a part of Politics. 
Gradually its authority was established co-extensively with 
that of Politics. Then, after the industrial revolution and 
in the nineteenth century Economics began to exercise its 
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dominance over Politics and Political Economy was being 
transformed into Economics, though the latter term came into 
general use only at the end of the 19th century, after 
Marshall had published his Principles of Economics. Now 
in the 20th century, the science is entering in the fifth stage 
of its evolution, as noted by Sir Albert Salter in the extract 
adduced at the beginning of this paper. Economics is now 
becoming Political Economy; national economics is chang¬ 
ing into economic nationalism. It is not only that Economics 
is reverting to a position resembling, but not identical with, 
that under Mercantilism; it is also encroaching upon the 
fields which have been, till now, reserved for Ethics and 
Religion. The rise of the new school of the Institutionalists 
with their ambition to substitute welfare-economics for 
wealth-economics bears witness to the impending change. 
The Archbishop of York has tried to clarify the relation 
between Christianity and Economics. Lord Stamp has more 
recently made a similar attempt. If such efforts signify 
anything, there can be no getting away from the conclusion 
that the scope of Economics is being widened so as to 
embrace Religion, Ethics and Politics. If this is true, we 
are going back to the Greek world. There is, however, one 
fundamental difference. To ancient minds. Economics was 
governed by other social ideals. Now-a-days the moderns 
seek to impose economic ideal on all social institutions. 

This very brief historical sketch is but preliminary to a 
detailed analysis of modem thought; limits of space, how¬ 
ever, make me desist from the attempt. 
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Anwar Iqbal Qureshi, 

Hyderabad. 

The Need for Clarification. 

In October last when I was writing this paper, I was 
absent from my club for several weeks. A friend called on 
me and asked if everything was alright with me. I apo¬ 
logetically explained the cause of my absence telling him 
that 1 was writing a paper on the scope and method of Eco¬ 
nomics to be read before the Indian Economic Conference. 
The man looked at me with incredulous surprise and remark¬ 
ed, “ What a funny subject to write a paper on! The Eco¬ 
nomic Science, I believe, is at least one hundred years old 
and do the economists still not know their own business? 
How then are they expected to guide others, when they 
themselves still do not know what they are talking about? ” 

This is a very serious charge. It reminds me of a 
Persian couplet: 

^ vjX* jS" 

“ If such be the school and such the teachers then 
woe be to the students.” 

The Importanoe of Eoonomios. 

The difference in the views of the economists is not a 
recent phenomena. It existed from the very birth of the 
science. The following remarks and the prophecy of 
Colonel Torrens may be read with interest, and how 
earnestly one wishes if it were true. He says, “ In the 
progress of human mind a period of controversy amongst 
the cultivators of any branch of science must necessarily 
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precede the period of unanimity. With respect to political 
economy, the period of controversy is passing away, and 
that of unanimity is rapidly approaching. Twenty years 
hence there will scarcely exist a difference respecting any of 
its fundamental principles.”* 

When these lines were written one hundred and twenty 
years ago the fate must have been laughing. After the lapse 
of over one century we find that not only the period of 
controversy is not coming to an end, but also the goal of 
unanimity is still further than it was in 1821.”^ 

At the present time a good deal of interest is shown by 
all educated men in the mysteries of economics. In every 
walk of life they hear a good deal about economics. As a 
matter of fact many have begun (rightly or wrongly) to 
regard economics as something omnipotent, because under¬ 
neath every world trouble there lies some economic cause. 
They ask what then is this economics? It is unfortunate that 
they do not get any clear light thrown on the subject by the 
economists. There hardly seems a definition of economics 
which is acceptable to a large body of economists. Before 
Professor Robbins took up this controversy,® there seemed to 
be a sort of unanimity, at least amongst the Anglo-Saxon 
economists, that economics mainly dealt with material well¬ 
being. 

Prof- Robbins’s Views Criticised. 

Now Prof. Robbins defines it as, ‘‘ the science which 
studies human behaviour as a relationship between ends and 
scarce means which have alternative uses.’’ If Prof. 
Robbins’s definition is accepted it will very seriously limit 
the scope of economics. In plain words Prof. Robbins’s 
definition means the securing of given ends with least means. 

1 Torrens Colonel, Essay on the Production of Wealth, 

p. 13, 1821. 

^ The Nature and Significance of Economic Science, Mac¬ 
millans’ 2nd Edition. 

» Robbins, op, cit,, p. 145, 
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He exjdains, “ therefore, it is perfectly intelligible to say of 
a certain policy, that it is uneconomical if in order to achieve 
certain ends, it uses more scarce means than are necessary.” 
But a pertinent question may arise as to how these ends are 
determined and who determines trem. In these days of 
economic natitmalism with powerful totalitarian states deter¬ 
mining the ends, how does the science of economics stand? 
Some further remarks of Prof. Robbins are of great interest 
as they explain the situation. He continues, “ we cannot 
say that the pursuit of given ends is uneconomical because 
the ends are uneconomical; we can only say it is un¬ 
economical if the ends are pursued on unnecessary expendi¬ 
ture of means” (Italics are mine.) But one may further 
ask as to who is to determine whether it is necessary or un¬ 
necessary expenditure of means. What Prof. Robbins as an 
English economist may regard as unnecessary expenditure 
of means, Herr Hitler, the German chanceller, may regard 
as very necessary. Who is to be the judge? Let us see 
what Prof. Robbins has to say. He remarks, “ Thus it is not 
legitimate to say that going to war is uneconomical, if, 
having regard to all the issues and all the sacrifices neces¬ 
sarily involved, it is decided that the anticipated result is 
worth the sacrifice. It is only legitimate so to describe it 
if it is attempted to secure this end with an unnecessary 
degree of sacrifice.” 

“ It is the same with measures more specifically ‘ eco¬ 
nomic ’—^to use the term in its confused popular sense. If 
we assume that the ends of public policy are the safeguard¬ 
ing of conditions under which individual demands, as reflect¬ 
ed in the price system, are satisfied as amply as possible 
under given conditions, then, save in very special 
circumstances which are certainly not generally known to 
Riose vdio impose such measures, it is legitimate to say that 
a protective tariff on wheat is uneconomical in that it 
imposes obstacles to the achievement of this end. This 
follows clearly from purely neutral analysis. But if the 
object in view transcends these ends—^if the tariff is designed 
to bring about an end not formulated in consumers’ price 
offers—^the saf^uarding of food supply against Rie danger 
of war, for instance,—^it is not legitimate to say that it is 
F. ^ 
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uneconomical just because it results in the impoverishment 
of its consumers. In such circumstances the only justifica¬ 
tion for describing it as uneconomical would be a demonstra¬ 
tion that it achieved this end also with an unnecessary 
sacrifice of means.”* 

I have given this rather long quotation just to show the 
conflicts with which Professor Robbins is fighting. He does 
not answer the question as to who is to be the judge. 
Certainly not the economist. The judge can be no other 
than the state. This clearly proves my contention that 
economics cannot be separated from politics and in distri¬ 
buting the scarce means political considerations cannot be 
ignored by the economist. 

Before I proceed any further I would like to make one 
observation. Prof. Robbins seems to be very fond of Logic 
and throughout his work he exposes the falacious arguments 
of his opponents and takes great pride in the logical presen¬ 
tation of his own case. I hope you will permit me to show 
the logical reasoning of the learned professor. He says, 
“ In countries where the level of education in economics is 
not high, there is constant tendency to the approval of more 
and more protective tariffs.” Surely this speaks very little 
for the London School of Economics, in particular, and the 
level of education in economics in general, of the English 
people of today, as compared with, say, fifty years ago, 
when free trade was not only the general slogan of the 
English people but was also an established practice. 

In 1848, when the English people adopted the policy 
of free trade not only little economics was taught in those 
days but also the science of economics was in its stage of 
infancy. How has the level of economic education deteri¬ 
orated so much that they left the policy of free trade and 
adopted protection in 1931? I would like to hasten to 
remove a misunderstanding which may arise in certain 
minds about the views which I expressed in a previous 
work.® The only explanation that I can offer here is that it 
was taken for granted in that work, that economic forces 

* Robbins, op. cit., pp. 145-146. 

® The State of Economic Life. Ney Book Co., Bombay. 
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were to work in a democratic state with a system of private 
capitalism. The theories explained in that work are not 
properly applicable to another system dian the one just 
mentioned. That is the main reason why I have been so 
much misunderstood. 

The Relation Between Economic Theory and Political 
Practice. 

The confusion and conflict in economic thought in my 
opinion is mostly due to the attempt of many economists to 
disregard the social phenomena and to treat economic 
problems as separate and distinct from the stage of social 
evolution in which they are set and to ignore the relation¬ 
ship between economic practice and theory. The theories 
of political economy which were expounded by Adam Smith 
and Ricordo have been developed with little regard to the 
political background. The economic theories of the Laissez 
Faire school of economics strongly emphasise the inde¬ 
pendence of economic theory without having any regard to 
the political theories. They presumed that the state was to 
stand aside and was to intervene as little as possible. In 
other words, the seed of economic theory had nothing to do 
with the political soil, in which it was to grow. It was 
believed by the followers of Laissez Faire school that eco¬ 
nomic laws were ‘ natural ’ and universal. They did not 
regard these laws which men made for themselves, but rather 
as laws which men recognise as existing in the very nature 
of their activities apart from what they themselves will. 
“ This view is, of course, far from being correct. For what 
are called economic * laws ’ operate as they do only within 
a given economic system, and this system is alterable and 
is itself sustained, wherever it exists, by laws in political 
sense of the term.”® 

It is apparent that in a social science there can be no 
such thing as absolute. There can be only forces, movements, 
claims and ideas which arise in response to developing 

® Cole G. D. H., Some Relation Between Political Economic 
Theory, p. 9. 
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objective situations or, at the least, that only such forces, 
movement, claims and ideas as do arise in this way can be 
influential in shaping the general course of history. There¬ 
fore there can be no absolute economic theories. For these 
theories arise as explanations of particular systems, and as 
these facts and systems change, new theories come into being 
and acquire a new relative validity appropriate to the new 
situation which they are designed to explain. 

The Decline of the Classical Influence. 

It was fortunate that the views of the classical school 
did not go for long unchallenged. On one extreme these 
were challenged by the socialists and on the other by the 
nationalists. Even in England these were challenged though 
rather hesitatingly by Mill. In the continent of Europe 
more and more attention began to be devoted to the wider 
social science called sociology. In France owing to the 
powerful influence of Auguste Comte and later of Tarde, 
Durckheim and other sociological writers, much attention 
began to be devoted to the study of this wider science. 
Great service was rendered to the economic science by Karl 
Marx wdio not only ruthlessly exposed the weaknesses of the 
classical economics but also emphasised in no ambiguous 
words that economic and political theories cannot be 
separated. 

This limitation helps us to grasp more firmly the 
limitations of economic laws and also to define its scope. 
Because, the scope of economics cannot be defined without 
the political background in which the economic forces have 
to work. Economic laws operate only within a given system, 
which changes from time to time and from place to place. 
The laws qf Laissez Fcdre do not and cannot function smooth¬ 
ly in a system of a socialist state. 

These days we hear so much from the man in the street 
that what the economists talk is all humbug and nonsense, 
because no such things which the economists do not get tired 
of talking, exist in the world of reality. The economists 
defend themselves rather timidly by saying that ecmiomic 
science is a tool which teaches us how to analyse the compli- 
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cated problems and the economic dieory must not be 
confused with economic practice. But why practice differs 
so widely from theory? This difficult problem is at once 
solved, if we once try to understand that the circumstances 
' in whitdi economic theories were first formulated have 
altogether disappeared. 

Economics caimot control the forces of time and space. 
The philosophy of Hegal helps us to understand the situation. 
“ On this view that the state is no longer to be regarded as a 
metaphysical entity in which the logically pre-existing uni¬ 
versality of the Idea is to be actuidised, but as something 
made hy men as an instrument for the control of things, and, 
therefore, as something that will chai^ its nature as men’s 
needs change, and perhaps disappear altogether if it ceases 
to be an appropriate instrument of control. In the economic 
sphere the implication is equally far-reaching; for it can 
be no longer a question of laying bare the operations of an 
‘ invisible hand ’ which mysteriously causes individual self- 
interest to minister to collective ends, but of adapting the 
economic organisation of Society to changing needs as the 
objective situation alters. Both politics and economics 
become at once relative, tendentious, historical in the 
ordinary sense of the word, and cease to be absolute, meta- 
}diysical, or merely descriptive of underlying realities. 
There can no longer be any question of an absolutely right 
economic or political theory, but only of theories that are 
right in relation to particular situations, and arise as a 
response to particular sets of needs.” 

Tte Relation Between E^nomics and Ethics. 

Again in order to understand properly and to define 
the scope of economics, the relationship between Ethics and 
Economics cannot be lightly ignored. 1 agree with Hawtrey 
and Hobson that economics itself cannot provide a series of 
principles binding upon the practices and the boundaries of 
economics must be extended to include the normative sciences. 
“ Economics,” asserts Hawtrey, “ cannot be dissociated 


Cole G. D. H., op. cit., p. 40-41. 
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from Ethics.”® Let us see what part Ethics plays in the 
price syi^m. 

“ It is ufhiecessary, they think, for the economists to 
go behind this objective fact, or to enquire at all why men 
do this or what goes on in their minds so as to cause them 
to offer a particular price. For the economist, they tell us, 
is concerned only with men’s actions as demanders of goods 
and services and not with the motives which cause them to 
make their demands. This is a valid criticism of the 
Jevonians—subject to one proviso. If we are not to look 
beyond demand to the motives which cause it to exercise, it 
is clearly impossible to establish any identity at all between 
demand prices and supposed amounts of utility which these 
prices represent, or to say that the economic system whidi 
yields the maximum total of demand values is, therefore, 
productive of the greatest sum-total of utility. For to say 
this is necessarily to impute a psychological character to the 
demand prices and to identify them with a sum of anticipat¬ 
ed pleasures of satisfaction. If economists are content to 
limit themselves to a purely descriptive science, and to study 
only what prices consumers offer to pay without consider¬ 
ing at all why these offers are made or what satisfactions 
they represent, they can produce an economic science devoid 
of all ethical implications. But the economist cannot both 
eat his ethical cake and have it, though that is commonly 
what he tries to do; for the validity of the Lcdssez Faire 
deductions which the economists make from their concep¬ 
tions of the conditions making for maximum “ vendibility ” 
does depend on identifying maximum demand with maxi¬ 
mum utility in a sense which implies maximum satisfaction. 

Economic theory to the extent to which it remains pure¬ 
ly descriptive or analytical of a given economic situation can 
of course avoid ethical judgments. But it can do this only 
to the extent to which it confines itself to conclusions about 
cause and effect that are applicable only within a set of 
assumptions from which it sets out, that is to say, applicable 
only to a particular economic system, and to that system only 

* For detailed treatment see Hawtrey, The Economic Problem; 
and Hobson, Wealth and Life. 
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to die extent to which the actual facts of economic organisa¬ 
tion or in conformity with the abstract assumptions which 
the economist makes. This means in effect that an economic 
theory conceived in these terms can never lay down what 
ought to be done, even from the standpoint of economic 
expediency. It can at most only ennumerate the purely 
economic factors in a given situation and evaluate these 
factors in relation one to another. It can say what will 
happen, if a given set of economic forces is left to operate 
without interference, and if no other forces, economic or 
non-economic, get in the way. It cannot reach conclusions 
about the relationship of the economics to the non-economic 
factors, or accordingly about the situation as a whole. 
Moreover, the definition of what are economic factors is in 
all cases to some extent arbitrary, for it depends upon the 
standards of measurements which the economist adopts for 
the purpose of his abstract analysis.”” 

The Definition of Economics- 

Having made these preliminary observations we are 
reaching a stage, where it may be demanded that according 
to this changed outlook we must define Economics. 

The Difficulties of Economics* 

It may be asked how is it that during all these centuries 
Economics has not been properly defined. In defining the 
scope of a subject, we must first define the subject itself as 
to what it is all about. Apparently this part of the business 
looks very simple and easy. Unfortunately the matter is 
not so easy as it looks. So far we have not been able 
to reach a unanimous decision as to the scope of economics. 
To a non-professional man it may look incredible that the 
economists themselves do not know what they are talking 
about. But considering the matter dispassionately we find 
the implications of the situation. Firstly, the definition of 
any science has almost invariably not preceded, but followed 

" Cole, op. cit., p, 52, 
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the cieation and the development of the science itself. 
Secondly, from its very birth to the present day the economic 
science has been passing through most stirring times follw* 
ed by revolutionary changes in almost all walks and phases 
of life. 

To define a science it is necessary that it must reach a 
stage of maturity. The science of economics until recently 
had not been able to reach this respectable stage owing to 
too frequent changes in social and political fields. Again, 
as I have already stressed the scope of economics cannot be 
accurately defined unless we know the political background 
in which economic forces have to operate. There cannot be 
a universal economics, as long as there is not a world 
state, professing and practising one political system. In the 
world situated as at present, the scope of economics will 
differ from one country to another. For instance, the scope 
of economic-s will be altogether different in Socialist Russia 
from what it will be in capitalist Britain or in Fascist 
Italy. 



TFIE RELATIVITY OF ECONOMIC PHENOMENA 


BY 

S. A. Samao, M. \. 

Professor of Economics, Chittagong Govt. College. 

(Bengal). 

Material welfare had so far been considered to consti¬ 
tute the substance of Economics. Lional Robbins indicates 
a departure from this view by giving us a mathematical 
conception of Economics as a ’ Science of relative Valua¬ 
tions.’ According to him the economist studies the ‘ disposal 
of scarce means.’ “ He is interested in the way different 
degrees of scarcity of different goods give rise to different 
ratios of valuation between them and he is interested in the 
way in which changes in conditions of scarcity, whether 
coming from changes in ends or changes in means—from the 
demand or the supply side—affect these ratios.” Economics 
according to him is a science which studies human behaviour 
as a relationship between scare* ends and means which have 
alternative uses. He attacks the old ‘ materialistic ’ defini¬ 
tion of Economics which he. calls ‘ classificatory ’ on the 
ground that it cannot in conf«)rmity with its definition include 
in its category all the activities of human beings which are 
labelled as “ economic ” and it further leads to many self- 
contradictions. 

In elucidation of the point of view expressed above he 
cites various examples. The wages of the members of an 
orchestra are paid for work which has not the least bearing 
on material welfare, similarly the services of an opera 
dancer, and last but not the least the ‘ War Economy ’ whidi 
is a * contradiction in terms * apparently on the ground that 
since Economics is supposed to be concerned with material 
welfare, war cannot be part of the subject matter of Econo- 
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mics. Tite materialistic conception of Economics led to 
these self-contradictions which could not be resolved and if 
this point of view were to be accepted then half the chapter 
on production should have been rewritten. Discarding the 
old view-point of materialistic conception which is the ‘ last 
vestige of physiocratic influence ’ and substituting it by the 
new view-point of valuations or relationships between scarce 
means and ends, we find that many of these contradictions 
can be resolved. 

Accepting the new view-point the services of an opera 
dancer would be wealth, irrespective of their bearing on 
material welfare, because Economics deals with the pricing 
of these services equally with the pricing of the services of 
a cook or any other person and similarly war would be an 
economic activity because it involves a rationality in choice 
leading to the withdrawal of scarce means and services from 
other uses with complete awareness of the alternatives accept¬ 
ed or rejected. Tlie sale of indulgences and the problems 
of ‘ hired love ’ like hired rhetoric ought to be susceptible 
of treatment in the same categories of general analysis in 
so far as they affect the distribution of income and the 
magnitude of expenditure on other commodities. 

This conception of Economics as distinguished from the 
materialistic concept which ‘ misrepresented the science ’ and 
introduced many self-contradictions both in its scope and 
method has brought cohesion and harmony in its substance. 
The scope of Economics can be claimed to be so universal 
that even religion as it appeals to a man in the street can also 
be treated in the general categories of economic analysis. 
It will be difficult to reject the proposition that 90% of what 
goes by the name of religious activities is nothing but a 
scale of preferences between heaven and hell, between the 
different planes of paradise and the various mundane 
desires of this world, on the one hand, and the exertions of 
body and mind in the form of prayers on the other. Those 
who are familiar with the practices carried on in the various 
shrines and temples must be aware of the fact how religion 
is bou^t and sold, how the various worldly and spiritual 
benefactions (scarce in their nature) have got graded values 
and how they are granted according to the magnitude of the 
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money spent. The subject matter of Economics thus be¬ 
comes a ‘ series of relationships ’ with reference to scarce 
means and ends. 

Prof: Robbins has given us a view-point of Economics 
which is all-embracing so far as the various activities of 
mankind are concerned but one fails to see and appreciate 
the various factors working behind to determine the scale of 
choices, their order of preference and the permutation and 
combination of the means and ends available. 

Each social group has its own peculiar scientific, reli¬ 
gious and philosophic ideas. Each age has its own heritage 
of thought with its far reaching implications on the various 
activities of mankind. What we call the ‘ social will ’ has 
an intelligible meaning now. It will include all the actions 
of the group sometimes arising from the actions of indivi¬ 
duals, sometimes forced on the group by the stress of the 
environment and it will play an important role in the econo¬ 
mic life of the people by determining their order of prefer¬ 
ences and scale of choices. 

According to Prof: Giddings it is possible to have 
population map of a country showing the distribution of the 
people according to their interests. “ In one region will be 
discovered a marked predominance of those who have lived 
for generations in a circumscribed way,—the people of 
narrow experiences and of few interests. In another region 
will be discovered large number of those who have suddenly 
found themselves face to face with possibilities of which they 
had not dreamed. Elsewhere will be discovered those who 
have so long enjoyed varied ex|»eriences and have cultivated 
manifold interests that their subjective values make up totals 
which are highly complex and yet, at the same time, harmo¬ 
nious.” How these jicople of different regions will choose, 
select and combine a given set of scarce Wans to suit their 
varying interests which might be the ‘ ends ’ is a very 
significant question and this alone will determine the out¬ 
ward shape and nature of their economic life. It will 
determine the character of their industry and trade and 
consequently the size of their national dividend and Ae 
distribution of wealth. Prof: Robbins will dispose it off 
by suggesting that Ae demand schedules will be shaped 
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according to the relative interests of the people of the various 
regions. According to him if a conununity of Sybaritic 
become ascetics and the pleasures of the senses are banished 
from them, the same economic analysis would be i^)plicable 
to them. “ The rent of vine-yards will fall and the rent of 
quarries for ecclesiastical masonry will rise." 

Possibly the answer is not so simple as it appears and 
does not cover the entire scope of Economics. Changes in 
the demand and supply schedules are neither the beginning 
nor the end of Economics. There are certain human 
motives which galvanize the entire economic activity and 
determine the trend of demand and supply schedules. The 
consequent effect of an ascetic conception of life would be 
a change in the relative spiritual and material values lead¬ 
ing to a change in the scale of preferences and the utilization 
of the scarce means and ends. It would determine the entire 
outlook of the people on life with its far reaching results on 
trade and industry, on production and distribution of wealth 
and the size of their national dividend. A study of the 
scarce means and ends would constitute, no doubt, a neces¬ 
sary aspect of economic behaviour but it would only be a 
necessdty aspect. The starting point of Economics would 
be a study of the motives which determine that behaviour 
and the consequent permutation and combination of the 
scarce means and ends in the light of the interests, tastes, 
temperaments and the psychological environment of the 
people. 

Prof: Robbins admits that the idea of an * end ’ which 
is fundamental to the conception of Economics is not possible 
to define in terms of external behaviour only. “ If we are 
to explain the relationships which arise from the existence 
of a scarcity of means in relation to a multiplicity of ends, 
surely at least one half of the equation, as it were, must be 
psychical in character.” While recognising the existence of 
psychical factors in determining this equation, he takes them 
for granted and does not go behind to determine as to why 
one set of ends as means should be selected by the people of 
one region and another set of ends and means by the people 
of another region, conditions of production in both the cases 
remaining the same. In one region peop^ would prefer 
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to ctiltivale philoso{^y and in another region iron and steel 
industry, resources of coal and iron being equally availdile 
in both the regions. Subjective values would determine the 
relative scales of valuations from an objective stand-point in 
so far as the disposal of scarce means is concerned. 

To go back to Prof: Giddings concept of a r^ional 
distribution of population according to interests, a popula¬ 
tion which has but a few interests, which are harmoniously 
combined, will be conservative in its choices. A population 
with varied interests, but inharmoniously combined, will be 
radical in its choices. Only a ]K)pulation which has varied 
interests harmoniously combined will be consistently progres¬ 
sive in its choices. 

Evidence of history is available to prove ample verifica¬ 
tions of this law as found in Economics, Politics and 
legislation. The Northern communities of the United States 
had a more harmonious combination of old and new interests 
than the Common-Wealths of the South who were conserva¬ 
tive in their choices, with the result that the North had a more 
diversified industry and social life. When, however, 
the Southern Communities departed from the old ways to 
make place for new interests, it proceeded in a radical 
fashion unknown in the North. Coming nearer home to our 
own country we find that the old Philosophic System of the 
Brahmanical School, the ‘ ideal of Renunciation ' of Buddha 
and the doctrine of ‘ Karma ’ must have been very important 
factors in determining the scales of preferences in this 
country for the utilization of scarce means. Nearly half 
of the study of the economic life of ancient India would be 
nothing but a study of the philosophic thought and motives 
which influenced their choices in determining the relation¬ 
ships between the scarcity of means with reference to 
ends. 

The old Brahminical School with its peculiar division 
of society into four classes had imposed important and 
tangible limitations on the choice and scales of preferences. 
The once-bom irresponsible man called a Shudra is a soul 
‘ not clean enough or strong enough to share the responsibi¬ 
lities of the three real (twice-born) castes.’ His occupa¬ 
tion in life is predetermined for him. He is dedicated to a 
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lower type of work. He has no dioices, no scales of prefer¬ 
ences. lliere are no alternative means and ends for him. 
His life moves in a narrow groove. He has no freedom of 
choice. He cannot even distribute his time between work 
and prayer, because ‘ his entry into a temple would defile the 
temple Prof: Robbins tells us that when time and means 
for achieving ends are limited and capable of alternative 
application, and the ends are capable of being distinguished 
in order of importance, then behaviour necessarily assumes 
the form of choice. Every act which involves time and 
scarce means for the achievement of one end involves the 
relinquishment of their use for the achievement of another. 
It has an economic aspect. “ The distribution of time be¬ 
tween prayer and good works has its economic aspect equal¬ 
ly with the distribution of time between orgies and slumber.” 
One feels tempted to enquire if this analysis of Prof: 
Robbins would be applicable to the class of Shudras in India. 
Have they got ‘ means ’ which are capable of alternative 
application? Have they got ends which are capable of 
being distinguished in order of importance? Can they even 
divide their time between prayer and good works, even if 
they choose to do so, entry into temples being prohibited to 
them? 

The barbers would not shave them: the washermen 
would not wash their clothes. Human behaviour thus be¬ 
comes the slave of social environment and is caused and 
conditioned by it. Economics as a science of scarce means 
and ends capable of alternative uses, instead of determining 
such a behaviour, tacitly obeys it. Human motives become 
all-embracing. Even the nature of ends and means which 
should be available to people and tbeir scales of preferenc¬ 
es, if any, are determined by them. Economic activities 
thus become relative to place and circumstances determined 
by social environment and psychical factors. 

The doctrine of ‘ Karma ’ and the ‘ Ideal of Renuncia¬ 
tion ’ also lead to the same conclusion. According to the 
doctrine of ‘ Karma ’ a man’s place in life is predetermined 
for him according to his actions in his previous existence. 
“ Nothing can alter the inevitable sequence of cause and 
effect; even the gods themselves are subject to the law of 
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Karma.” Imagine the effect of such a doctrine on the 
mental attitude of the people. When a particular category 
of ends and means is predetermined for them, then a free 
choice of ends in order of importance and the consequent 
utilization of alternative means, has no meaning for them. 
Coming to the ideal of Renunciation there is only one end— 
the salvation of the soul which can only be attained by 
deliverance from the ‘jealous and evil powers by which 
life on earth is made miserable ’ and this deliverance is to 
be sought not in the remote future but in the immediate 
present. There is no multiplicity of ends and no alternative 
means. To a man who believes in the ideal the choice of 
preferences between ends and the alternating means would 
not only be circumscribed but would not exist at all. 

Coming to the Islamic Religion and Theology we find 
that even the occupations of the people are determined by 
certain theological dogmas. The various interpretations of 
the term ‘ Riba ’ (whether it is interest or usury is doubtful) 
and the various injunctions about it have led to a particular 
type of conduct which shows that even in the 20th century 
Mohammadans as a class are conspicous by their absence 
as good bankers. The theory of the ‘ I.eisure Class ’ would 
be another case in point. The way in which they utilize 
scarce means for certain ends is so peculiarly noticeable 
that it makes a very interesting case for enquiry. Human 
motives play a very important part in determining their 
demand schedules and become a very essential factor in 
regulating their trend of consumption irrespective of the 
variously commonly accepted laws of economic behaviour. 
Some of the members of the leisure class represented by the 
old aristocratic families in this country and elsewhere would 
actually stifle their necessaries and spend their available 
means of purchase on the luxuries of life to satisfy a very 
strong inner urge of display and to come up to a certain 
hypothetical standard of respectability which is their ‘ Norm.’ 
Here the ‘ utility of consumption ’ as an ‘ evidence of wealth ’ 
itself enters as a new factor and adapts itself as a new 
* end ’ by a * selective process of distinction previously 
existing and well established in men’s habits of thou^t.’ 
In the case of such a class the demand curves for necessaries 
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of life might show on occasions a little elasticity, but the 
curves for luxuries of life would be perfectly inelastic in so 
far as the Norm of ‘ reputability ’ is concern^. The factors 
working behind to bring about changes in the scale of 
<.^hoiceg and consequent readjustments are important factors 
to be recognized. 

An obvious implication of the above discussion is that 
temperaments, tastes, propensities, and habits of thought of 
a group of people, as determined by psychical conditions 
obtaining in a particular region, are motive factors in decid¬ 
ing the scales of preferences and the consequent adjustment 
of scarce means and ends. The ratios of valuations would, 
therefore, be relative to place and circumstances subjerS to 
these psychical factors and would be caused and conditioned 
by them, the scarcity of means remaining the same. 

Justice Ranade in discussing the applicability of econo¬ 
mic principles to Indian conditions committed die mistake 
of ignoring this relativity of economic phenomena. Neither 
that hypothetical abstraction the ‘ Economic Man ’ existed, 
nor an average Indian was an antipode of an ‘ Economic 
Man.’ Economics as a study of human behaviour from the 
standpoint of valuations of scarce means and ends was the 
same. Only the relative scales of valuations were different 
due to tlie different scales of choices as determined by the 
social environment and psychical conditions of each country. 

Economics thus is a science of ‘ measurable motives,’ 
scarcity of means being its necessary aspect. The motives 
may be noble or ignoble, may be spiritualistic or materialis¬ 
tic. The economist is not interested in their nature as such. 
He is interested in their valuations. He studies the disposal 
of scarce means for the fulblment of these motives. He 
studies how the different degrees of scarcity of different 
goods preferred and selected in consonance ivilh these 
motives give rise to different ratios of valuations. 

The substance of Economics thus becomes universal 
and almost assumes a transcendental character. Its outward 
form for each social region, however, will remain relative 
to place and circumstances according to the nature and 
intensity of human motives. 



SCOPE OF ECONOMICS: A DISCUSSION OF THE 
RELATION BETWEEN ECONOMICS 
AND ETHICS 


BY 
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Ferozepore. 

According to Professor Keynes the scope of any depart¬ 
ment of study, the object in view is primarily to determine 
the distinguishing features of the phenomena with which it 
deals, and the kind of knowledge that it seeks concerning 
these phenomena. The enquiry also involves an examina¬ 
tion of the relations between the study in question and 
cognate branches of study. 

In its accepted sense Economics is the science of wealth. 
In its abstract and restricted sense wealth stands for things 
having an exchange value. But looked from the point of 
view of the end of economic activity wealth is that which 
contributes to the common weal or well-being. It is this 
objective of human life which on the applied or practical side 
of Economics cannot be ignored with impunity. The punish¬ 
ment takes the form of social injustice, social disharmony 
and impoverishment of life. The effects of ignoring 
this main purpose of economic activity may appear to be 
imperceptible, but they are cumulative nevertheless till they 
burst forth into an upheaval. 

The idea that money is synonymous with wealth has 
warped the true end of economic study. Aristotle contrasted 
Economics with Chrematistics. The former (Economics) 
be considered as the art of gaining a livelihood. The 
latter (Chrematistics) be called the art of acquiring riches 
and possessions. Ruskin also distinguished political econo¬ 
my from mercantile economy. Whereas political economy 
consists in the production, preservation and distribution, at 
fittest time and place, of useful or pleasurable things, 
mercantile economy signifies the accumulation, in the hands 
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of individual of legal or moral claim upon, or power over, 
the labour of others; every such claim implying precisely 
as much poverty or debt on one side, it implies riches or 
credit on the other. 

In the ambit of Political Economy are included human 
activities relating to the production of wealth as a means 
of satisfying human wants. The exchange and distribution 
of wealth occupy a secondary place. But the apparently 
subsidiary problems are now occupying the stage of econo¬ 
mic discussion. They have been responsible for creating a 
surging opposition to one kind of economic system and have 
led to a demand for reconstruction of the economic system 
based on alternative plans. This is because Economics has 
been taken to mean the science and art of getting rich and 
not of promoting human well-being or prosperity. Hie 
besetting sin of earlier economists has been to consider pro¬ 
duction as the beginning and end of economic activity. 
Consumption is left to take care of itself and find its own 
level. The importance of consumption has only been 
realised lately, so that in practice Economics is still dominat¬ 
ed by Production-Complex. The nemesis of this lop¬ 
sided emphasis has come in the form of economic depres¬ 
sions and crises. Our society has fumbled and rubbed its 
eyes to be faced with the central fact that “consumption is 
the crown of production and that the wealth of a nation is 
only to be estimated by what it consumes. The want of 
any clear sight of this fact is the capital error, issuing in 
rich interest, and revenue of error among the Political eco¬ 
nomists.” (Ruskin.) 

Abstract Economics and Concrete Problems. 

All sciences work on certain assumptions. Economics 
assumed the existence of ‘ Economic man ’ and symbolised 
such a man as representing the type. There was much to 
be gained by such a process for only by isolation of econo¬ 
mic motive of man from other motives could study economic 
laws. So far so good. But isolation of economic motive 
from other human motives for purposes of experiment in 
Economic Science was implied to mean that man is only an 
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‘ Economic man ’ first and last. The result was fallacious 
inferences capable of being misrepresented. Laissez-faire 
has been considered another assumption of economic reason¬ 
ing. The connection between Laissez-faire and Economic 
reasoning has been so inseparable that laissez-faire has 
come to be considered as a rule of practical conduct. 

Problems of modem economic life cannot be solved by 
abstract reasoning. The labour problems, the relation 
between worker and employer, the question of wages, un¬ 
employment and old age relief do not permit of a mle of 
thumb solution based on the laws of supply and demand. 
In this connection the prescience of Ruskin is evident from 
this remark. ... ‘it being the privilege of the fishes, as 
it is of rats and wolves to live by the laws of demand and 
supply; but the distinction of humanity to live by those of 
right’ 

The existing society is split up into classes and masses. 
There is an open war between masters and workmen, between 
property holders and proletarians. The grievances of the 
‘ under-dogs ’ have created a mass awakening in the exploit¬ 
ed. The danger of social revolution is imminent and real. 
This has caused doubts as to the tmth of the economic 
doctrines as represented by the Congress of Orthodox Eco¬ 
nomists. The labourer is our modem Ishmael—“ his hand 
will be against every man and every man’s hand against 
him.” In the words of Schmoller, “ We do not wish, out of 
respect for abstract principles, to allow the most* crying 
abuses to become daily worse or to permit the so-called 
freedom of contract to end in the actual exploitation of 
labour.” 

In the field of production, economic freedom has given 
an unrestrained force to the formation of financial rings, 
syndicates, trusts. Kartells etc. These economic groups also 
assume political strength. The consumers find themselves 
helpless before vast organizations of producers. The 
inequalities of riches are being accentuated and the evils of 
such a situation are becoming protmdingly apparent. 

It is the purpose of this paper to point out that econo¬ 
mics is not merely an outcome of economic conditions, but 
also of social facts and ethical forces. Up till now laws of 
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Econumics have been considered of an inviolable character. 
This is a wrong conception. Economic theories are relative 
to the age, region or race in which they had their origin. 
Industrial disharmony may have been characteristic of one 
period of industrial life, but is not inevitable for all times. 
Here lies the hope for improvement. The worker is no 
longer contented with the ‘ cog in the wheel ’ status. He 
wants to have a fair deal and also a voice in the conduct and 
control of industry. The demand may appear shocking to 
the vested interests, but a new readjustment is essential if 
social harmony and economic progress are to be ensured. 
We are on the threshold of an approaching new order. 
The transition is even yet in evidence. Orthodox economic 
doctrines should not be allowed to throw obstacles in 
the way. 

Economics and Ethics. 

In order to correctly appraise the scope of Economic 
study we must be acquainted with the relation between 
Economics and allied sciences. Being one of the various 
social sciences. Economics has a sort of blood relationship 
with other sister social sciences. Here we shall stress the 
much neglected relation that exists, or should exist between 
Economics and Ethics, for devoid of Ethics in its practical 
application the science becomes either Chrematistics or 
Commercial Economics. 

The impulse to power is inherent in human nature. 
There are various kinds of power the possession of which 
gives its owner one whip hand. The possession of economic 
power by an individual or by a section of the people does 
the same. According to Bertrand Russel Economics as a 
separate science is unrealistic and misleading if taken as a 
guide in practice. It is one element—a very important 
element, it is true—in a wider study, the science of power. 

The danger of power lies in its abuse. Economic 
power has been misused. The exploited party may feel 
helpless but it harbours bitterness and hatred towards the 
exploiter. Thus the seeds of social discord are sown. 
Power must be yoked to ethics. This way lies the hope of 
its redemption from its concomitant ills. 
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There are two divergent views on the relation between 
Economics and Ethics. According to the one ethics may 
be of supreme influence in economic affairs and according 
to the other ethics is of no value in economic matters. Eco¬ 
nomics has certainly the right to be developed as a science 
uninfluenced by exterior considerations like any other 
science. But in its application to life it cannot ignore the 
moral obligation resulting from such applications. In the 
words of Sir Marriott a man need not be callous or cold- 
liearted because he formulates the results obtained by 
scientific analysis, whether ihe subject of the analysis be 
human blood or the phenomena of trade. 

Economics and Ethics of Wage Determination. 

The law of supply and demand has given to the employ¬ 
er class a handle to exploit the worker and pay him as little 
as possible. Up till now it was the unskilled labourer only 
who required some sort of protection against the employer, 
it being the case that the supply of unskilled labour exceeded 
the demand for it. Moreover, lack of organization on his 
part made him a submissive party to the bargain. In India 
the position of the educated unemployed is still worse. The 
employers are heartlessly employing the law of demand and 
supply to cut down the wages of educated in the ‘ soft hand¬ 
ed ’ of ‘ white collar ’ occupation. If conditions are left to 
their own course, that is if Laissez-faire policy is followed, 
the process of undercutting of their standard of living must 
go on for some time more till the situation becomes absolute¬ 
ly unbearable. It is then that trade unions will also be 
formed in ‘ White Collar ’ occupations. 

It is in the sphere of wage determination that there is 
-the imperative necessity of looking the problem from the 
point of view of justice. The worker would accept any 
wage, when he is in a tight corner and when the employer 
is able to make capital out of competition between those 
seeking work. But in the interest of efficiency, contented 
workmanship, social harmony, and industrial justice this 
exploitation must not be allowed. The abstract law of 
supply and demand as applied to wage determination must 
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be temporised with precepts of ethics and industrial 
justice. 

Means and Ends. 

According to Professor Robbins Economics deals 
with that aspect of human behaviour which arises frmn the 
scarcity of means to achieve given ends. From this it may 
be inferred that Economics is entirely neutral between ends. 
But human beings cannot treat the ends as ‘ neutral,’ they 
are interested in influencing both the means and the ends, 
because it is thus that they can achieve the desired results 
economically, viz., by economising means to attain given 
ends. In practice we wish to achieve ends which are in¬ 
compatible. Ethics should be made the arbiter of our course 
or else the results would be disastrous. We are all 
consumers and producers at the same time, but our interests 
in both these directions are not equally balanced. As 
consumers we want cheapness. As producers we want to 
create scarcity. We want cheap money and lower prices, 
fewer imports and a large volume of trade, high efficiency 
of production and poor payment to the workers. The 
conflicting ends can be harmonised only if ethics is applied 
to determine the balance of social advantage resulting from 
a particular course of economic action. 

Machinery and Men. 

Science has given so much power to man that he is 
compelled to find himself a Devil. There is no hope for 
humanity unless power can be tamed to service, not of any 
particular group but of the entire human race. Science has 
thrown before us this challenge that all must live or all must 
die. This challenge has to be taken up not by machinery 
but by men. There is no objection to the employment of 
machinery to the service of man. Machine is power and let 
it not subserve to the wishes of only one section or the other. 
Let not machine b<; made the stalk-horse of the employers 
who make it an excuse for heartless exploitation. Eleo* 
nomic power like all other powers can be held in check by 
the leash of ethics. 
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The Economics and Ethics of Charity. 

Charity becomes necessary either due to defective 
industrial order or as a result of industrial injustice. The 
impoverished, the decrepit, the old and the unemployed 
stand in need of charity. The poor need charity, because 
their wages hardly give them a pittance, the decrepit want 
relief because they have been thrown on the scrap heap, the 
old require pension as they have spent their life’s labour 
when they could work and now want rest with a security for 
living, the unemployed want doles for they cannot under¬ 
stand why they are not given employment when they are 
ready to work. Charity flatters the vanity of one who gives 
and humiliates one who receives. The best form of charity 
lies in industrial justice. Not only does it make charity 
unnecessary, but corrects in its own sphere those aberrations 
of the business world which bring as their consequences 
poverty and its attendant problems. Much of what goes by 
the name of philanthropy these days, is merely salving one’s 
conscience for the evil of after-effects that exploitation leaves 
on the mind of the rich. If one conforms to honourable 
business principles, maintains just dealings with one’s 
employees, shares his prosperity with the workers, one may 
not be a philanthropist in the current sense of the term. 
But the best and the most effective form of philanthropy 
consists in industrial justice which also promotes progress 
and peace. 

Gonclnsion* 

To those who would deny ethics its rightful place in any 
kind of economic order, it may be pointed out that it has 
already entered the citadel of applied economics. On what 
grounds can one otherwise justify old age pension, unemploy¬ 
ment relief, minimum wage legislation, holidays with pay 
etc? If a man is old and unable to earn why not let him go 
to the scrap heap? If one is unemployed, why not let one 
take care of oneself? Why should the question of fixing of 
a minimum wage be not left to the bargaining strength of the 
worker and the employer? The answer is that ethics has 
at least been recognized as a standard of economic justice in 
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these directions. Its extended application is only a question 
of time. When the conscience of the society develops and 
the vast majority of the people become sufficiently conscious 
to be able to safeguard their rights Economics will not be 
able to ride roughshod over ethics. But waiting till then 
may be too late. 

Says Comte, “ It is for the heart to suggest our 
problems, and it is for the intellect to solve them .... The 
only position for which the intellect is primarily adopted is 
to be the servant of social sympathies.” 
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No branch of human knowledge can be said to have 
attained perfection, much less that infant body of sciences 
called Sociology. Political Economy, which has by now 
gained the status of an important and distinct branch of 
Sociology and is more popularly known as Economics, first 
made its debut as a systematised body of knowledge in the 
form of Adam Smith’s epoch-making book An Inquiry into 
the Nature and Causes of the Wealth of Nations, 1776. 
Prior to this date, there was enough of economic discussion 
naturally because the economic problem is as old as human 
society itself. In every country the religious rituals and 
social customs were aimed at inviting abundance of economic 
resources, avoiding their waste and making the best use of 
them. Different schools of economic,thought like Canonism, 
Cameralism, Mercantilism and Physiocracy held sway for 
some time, but a separate and scientific study of economic 
problems dates back to 1776, when with the publication of 
the Wealth of Nations was initiated the first Modem 
Period of Economic Thought. 

Economics is thus one of the youngest social sciences 
and has not completely, unlike its older sister-sciences, gone 
through the usual stages of dogmatism and criticism. It has 
lately been (specially since the beginning of the present 
century) and is just now in a state of transition; yet its scope 
has undergone considerable modifications and changes. It 
is even now in a melting pot out of which the whole science 
may emerge with greater glory and usefulness or may lose 
all it has gained till now, and, as is feared by some, may 
become extinct. 

It would be interesting to note what main changes in 
the scope of economics have taken place since its birth as a 
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science. Adam Smith, Malthus and Ricardo constitute the 
Classical School of economists, and can very aptly be called 
its founders. These economists, in laying down Ae founda¬ 
tions of economics, did not try to lay down perfect abstract 
definitions, but in their systems theoretical analysis was 
utilised for the solution of problems which had a concrete 
meaning. “ An Inquiry into the Nature and Causes of the 
Wealth of Nations ” not only served as a title for Adam 
Smith’s book, but as a definition of what he and his con¬ 
temporaries considered to be the scope of political economy. 
According to them the function of political economy is 
three-fold: (i) To study the gigantic machine of the existing 
economic system and to explain it, and what was more 
important, to find out the fundamental laws regulating its 
working. Thus, the study was to be explanatory in so far 
as the existing system was to be explained, and exploratory 
in so far as it had to discover laws establishing the relation¬ 
ship between causes and their effects. This part of eco¬ 
nomics may be called ‘ pure economics.’ (ii) To study the 
existing economic problems and to suggest the ways of 
meeting them. This was to be done by applying pure eco¬ 
nomics to practical problems and, therefore, this part of the 
study may aptly be termed as ‘ applied economics.’ 
(iii) Finally, to anticipate economic problems and to surest 
ways for making the best of them. As this involved probing 
in the future, it may be termed as ‘ speculative economics.’ 
In brief, then, the three-fold scope of economics covered 
(i) pure or positive economics, (ii) applied economics, and 
(iii) speculative economics. The founders of economics 
roamed in all these fields which they took to be their rif^tful 
kingdom. They attempted to solve existing problems and 
gave concrete advice. They anticipated problems and, little 
wonder, made some mistakes. Nevertheless, the field of 
enquiry which occupied their main attention was pure eco¬ 
nomics, discovery of laws establishing the reliUionship 
between cause and effect. 

Many economists appeared in different parts of die 
continent during the period between the appearance of 
the freakh of Nations and Marshall’s Economics of 
industry which gave a new orientation to economics, Most 
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of them went astray by shutting themselves off from the 
applied and sp>eculative branches of economics and develop¬ 
ed a trend towards specialisation devoting their attention to 
pure economics alone. Naturally, they became more and 
more abstract in their writings and, far removed from the 
world of realities, propounded their doctrines. They 
separated the conceptions of capital, value, etc., from their 
natural connection and imagined that nicety of definition 
was the ultimate aim of economic science. They forgot that 
these conceptions were created for practical purposes, and 
that the help they afforded in this respect gave them their real 
value. There were undoubtedly some slight reactions to 
this trend, for some economists stressed the welfare aspect 
of economics more than the wealth aspect of it. But, on the 
whole, the critics rightly maintained that the “ dismal 
science ” of economics was purely a hypothetical science 
based on unreal or at least one-sided assumptions, the most 
important of which was the existence of the “ economic 
man,” the imaginary being who was influenced by two 
motives only—those of acquiring wealth and avoiding 
exertion. In fact the later economists instead of studying 
the existing problems and tendering advice degenerated into 
arm-chair economic theorists who wove their nets round the 
imaginary economic man. Again, they let this science earn 
the ill-deserved name of “ (^spel of Mammon ” by not 
protesting against the inhuman results to which the policy of 
unmitigated laissez-faire, freedom of enterprise and develop¬ 
ment of factory system gave rise. No wonder then that the 
writings of Thomas Carlyle and Ruskin met with approval 
at the hands of the general public and became representative 
of the general feeling against economics. As a consequence, 
economics and the economists were held low in public esteem. 
It was at such a time that Marshall’s Economics of 
Industry, later on elaborated and more fully presented as 
his famous Principies of Economics, made its first 
appearance and economic thought entered the second phase 
of the process of its evolution since Adam Smith. 

Marshall lifted economies from a low ebb to a high 
tide, but could not give it the same brightness as the Classical 
Economists had. He unified and greatly improved upon the 
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works of his immediate predecessors and did for them what 
Mill had done for the Classical £c<momists. Marshall’s 
contributions are of outstanding importance in the first 
branch of economic studies wherein he made certain improve¬ 
ments by putting forth more cogent theories explaining the 
existing phenomena and by discarding the myth of the 
“ economic man ” in favour of normal or average men whose 
motives and actions may be influenced by sentiment, 
patriotism, pride and generosity and other such feelings. 
The charge of abstraction against economics thus lost ground. 

Marshall’s oft quoted definition of Economics runs: 
“ Economics is a study of mankind in the ordinary business 
of life; it examines that part of individual and social action 
which is most closely connected with the attainment and 
with the use of the material requisites of well-being.” The 
scope is undoubtedly rendered wide by this definition in so 
far as economics deals with that part of human action which 
occupies the major portion of a man’s life, i.e., the earning 
and s[»ending of wealth. And it limits the scope because it 
tleals only with this part of human life connected with the 
material requisites of well-being and with no more. It does 
not cover all aspects of human action. But Marshall did 
realise that economics could not be s**parated from |>olilical, 
social and moral side of life and attempted to make eco¬ 
nomics the study of economic asiwcts of man’s political, 
s(>cial and moral life. This made the scojk' of economics 
vague in so far as every activity in the ordinary business of 
life has some economic aspect and the science of economics 
may not be concerned with all such activities. Marshall’s 
further elaboration of the first sentence has not improved 
matters, as the words “ most closely connected with ” are not 
definite and precise. But this vagueness may be intentional 
on Marshall’s part to provide for a further widening of the 
scope of economics by future students of the subject. 

So far as applied economics is concerned, Marshall 
secured for it its rightful place in economic studies, and 
gave it an altogether new orientation as compared with the 
Classical Economists. Marshall had no aversion from the 
study of practical problems, but maintained that practical 
considerations should not be the sole guide, for this would 
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lead to a grouping together of bits of knowledge whidi have 
no connection with one another except in their relation to the 
practical problem in hand. Thus he aimed at perfecting the 
economic theory first to serve as the basis of economic art. 

Marshall’s ideas about the scope of Economics found 
favour wih later writers on the subject and most of the 
present economists have been brought up in Marshillian 
traditions. Professor Pigou, however, has improved upon 
Marshall’s ideas about the scope of economics and has put 
them forth in a much more effective manner. In his writings 
he has clearly shown what the scope of economics is, what 
its functions and limitations really are. Professor Pigou 
makes it clear that the aim of economics is to increase eco¬ 
nomic welfare assuming that an increase in economic welfare 
increases total welfare as well. Keeping this aim in view 
he defines economics as a study of “ that part of social 
welfare that can be brought directly or indirectly into 
relation with the measuring rod of money,*’ i.e., economic 
welfare. Economics, he admits, is studied not for the sake 
of knowledge, for “ looked at as knowledge for its own sake 
the showing that economics makes is a poor one,” but for the 
healing that its knowledge may help to bring. The goal 
sought by economics is to make more easy practical measures 
to promote welfare .... practical measures whidi 
statesmen may build upon the work of the economist. Thus 
the development of economic science is to be guided by 
practical interest, but it does not mean that economics is to 
become an art itself or has to enunciate precepts of govern¬ 
ment. Nor is economics to concern itself merely with 
immediate practical problems for this course would, as 
pointed out by Marshall, hamper thorough investigation and 
shut out inquiries that might ultimately bear fruit. Eco¬ 
nomics is to be wholly independent in its tactics and its 
strategy and is to form the basis of an art, which we have 
previously termed as applied economics. So that the main 
function of an econonaist is to make tools that may be used 
by others in solving the practical economic problems of the 
world. He makes it plain that there is no objection to eco¬ 
nomic tools being used by the tool-maker himself, who would 
thus perform the dual function of an economic theorist and 
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economic practitioner. But, it must be remembered diat, 
such a man performs two distinct functions and it is not 
necessary for a man who performs the first function to 
perform the second as well, i.e., it is not necessary for a pure 
economist to be an economic practitioner as well. 

This concept of the scope of economics was, and is 
even, now, accepted by almost all economists. Accordingly, 
the economists kept on working at positive economics and 
formulating theories in terms of free trade at home, and 
internationally linked by the gold standard and freedom of 
exchanges, and freedom of enterprise. But, alas, one fine 
morning the economists rose to find their assumptions swept 
away by the chaos caused by the war. The war followed by 
the troubled years between 1918 and lo-day jerked life out 
of its old grooves and a whole crowd of fresh problems 
emerged. Many of these problems were economic, but none 
of them was clear cut. For the first time economic, social 
and political problems were inextricably intertwined. 
Questions of monetary policy, international trade, organiza¬ 
tion of agriculture and industry, individual versus collective 
enterprise, unemployment, etc., came to the forefront. At 
the same time the mental make up of the world was changing. 
The politicians were disgusted with the existing economic 
system and wanted to start life afresh. It was proposed to 
solve the above-mentioned problems on plans diametrically 
opposed to those on whidi they were based before the war. 
Thus the years after the war witnessed a radical alteration 
in the way in which economic affairs are directed in practice. 
The Great War, the Great Depression and the Great Rearma¬ 
ment Movement all had their repurcussions on the technique, 
organization and finance of the economic system, causing the 
governments to assume greater powers to control and 
supervise it. Then there was a great impetus towards 
nationalisation and the different governments in greater or 
lesser degrees accepted responsibility for the prosperity of 
industries and welfare of the citizens. Russia turned 
completely communistic. 

In such an age of economic clap-trap, the economists 
were naturally looked upto for concurring guidance and 
advice. To cure these ills was the A B C of economic 
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science and, non-partymen as they were, the eccHiomists spoke 
sound common sense and drew the attention of the world to 
the fallacy of the measures adopted and the destruction to 
which they were capable of leading the world. They longed 
for the old economic order with free trade and freedom of 
enterprise. But these were lost causes and their advice was 
summarily rejected. In an age of economic issues the eco¬ 
nomists had no voice. Rash critics gave the world to under¬ 
stand that the economists lived in an imaginary world and 
the tools they had been preparing for the last many years 
were not serviceable in the real world and as they were 
foimd wanting in solving their practical problems, economics 
was a false and useless science. 

There was nothing strange in this. Indeed they were 
true in so far as economic theories could not be used in 
furthering their preconceived practical policies. But eco¬ 
nomic science was not belied, nor did it cease to exist. The 
principles of economics stood as unshaken as ever, only they 
operated within the limitations set by the world on free 
competition and freedom of enterprise. The central concepts 
of economics, e.g., the theory of value and the law of 
equimarginal returns, still hold true. Economics has not 
changed, the world has; the ideas about economies have 
changed, not economics itself. The world has given up 
undiluted capitalism for a hotch-potch economic system of 
capitalism-cum-socialism. 

The economists have shown remarkable adaptability. 
Keeping in view their aim of helping to promote economic 
welfare they adopted the best course of giving advice which 
to them appeared to be most sound. They gave positive 
advice by pointing out that the path to recovery and 
prosperity lay in establishing the same old economic order 
that had worked well for several centuries. 'Hiat was 
rejected. The economists then adopted dw second best 
course of giving negative advice. With a view to saving 
the world from the evil of fruitless attempts they informed 
the world about the hollowness of the policies the politicians 
had in view. Sueh suggestions were spumed. Hien die 
economists adopted the n«tt best course that was open to 
them, n»ey attonpted to help the politicims to achieve 
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their ends in most economical ways. They interested them¬ 
selves in several new problems and the work they have done 
during the last 25 years fills one with the hope, dial eco¬ 
nomics is on the eve of a great advance. 

In spite of all this a feeling of dis-satisfaction with 
economics persists. Mrs. Wootlon’s “ Lament for Eco¬ 
nomics ” has brought matters to a head. She claims to 
give vent to wide-spread and well-founded uneasiness {diout 
economics. Her “ charge-sheet ” against economics boils 
down to just this: economics as studied now-a-days is of no 
use to society; it is unintelligible to the lay-men; economists 
never agree; economics is remote from real life; it is biased 
in favour of, and is indeed concerned to defend, the capitalist 
system. The charges are serious enough to deserve examina¬ 
tion in detail. 

The charge that economics as studied now-a-days is 
useless may be taken together with another that economists 
never agree. The first charge does not hold good and the 
second is overstated. Economics is useless only if the 
public expects economics to be a Pandora’s box containing 
remedies for all real and imaginary economic ills. The 
real nature of economics and its connection with immediate 
problems has been discussed above and it is no use repeating 
it again. The economists and the role they are capable of 
playing are widely misunderstood—too much is expected 
of the economists. The people wishfully think economics 
is a handy “ Home Doctor ” or “ Enquire Within ” which 
is designed to give them practical prescriptions for specified 
economic ills. This may be the ideal that economics has 
put before it, but the science at present is far from having 
attained it. At present, as Keynes has pointed out, “ the 
theory of Economics does not furnish a body of settled 
conclusions immediately applicable to policy. It is a 
method rather than a doctrine, an apparatus of the mind, a 
technique of thinking which helps its possessor to draw 
correct conclusions.” 

So far economists can only draw up general rules about 
the way in which the economic system works and can 
formulate the laws which govern the activity within this 
economic system. The laws no doubt establish the relation- 
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ship between cause and effect, but the relationship is only 
qualitative, not quantitative. In specific economic problems 
all types of economic, political, psychological and other 
issues are involved and the tendencies that an economist can 
possibly foresee are general probabilities, not quantitative 
forecasts. ‘‘ The critics, who call upon economists to cast 
horoscopes and read the future, misunderstand the nature of 
economic theory, which, no more than ethical or psycho¬ 
logical theory, can foretell what a man endowed with free¬ 
will will do in a given situation.”^ Thus, economics is not 
an exact science, and least of all sciences does it permit of 
or justify dogmatic one-sided expressions of opinion. Little 
wonder, then, the economists sometimes disagree. The 
economists, as a body, can therefore only supply useful 
general advice. Such advice has been abundantly given but 
more often ignored than taken in recent years. 

This does not imply that economics is useless. The 
main principles of economics are unassailable. If the 
highest degree of world prosperity is sought the policy and 
practice of free trade and perfect freedom of enterprise, 
perfect freedom in international movement of capital and 
such other factors are necessary. But the world conditions 
do not permit such principles to operate unhindered. The 
economists have adapted themselves to the times and are 
asking for freer trade through international agreement and 
co-operation. Similarly other maxims of economics hold 
good. The economic problem remains always the same; 
and the soundness of the analysis that has been made of that 
problem by economists does not alter. It is the conditions 
under which the problem has to be solved that change; and 
that is why the economist can offer no specific solution that 
will always be valid.”^ 

The charge of unintelligibility against economics is 
untenable and frivolous. Most of the technical terms an 
economist uses are used by the public in daily life with the 
result that everybody takes himself to be an economist in 
some degree. Thus the layman turns to a book on economics 

^ & 2 Ronald Tyerman, “ Economists To-day.” Lloyds Bank 
Monthly Review, June, 1939, 

F. 10 
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and more often to a book on a specified economic problem 
in which he happens to be interested and feels disappointed. 
But one who realizes that economics is now a specialized 
science would not grudge the economists the use of a few 
technical terms, and a little of mathematics. Again, if the 
science of economics is useful, i.e., yields results, then 
nobody need complain that economics is unintelligible to 
lay minds: if it is useless, intelligibility is of no importance. 

Now the most serious charge that economics deals with 
an imaginary world may be considered. Mrs. Wootton 
takes great pains and devotes much space to proving her 
charge. Her main complaint is against the value theory, 
specially that part of it which goes by the name of equilibri¬ 
um analysis. The theory of value is concerned with markets 
and, she holds, being deductive rather than empirical in its 
approach is compelled to make a number of far reaching 
assumptions which do not conform to the real world. As 
a result economics fails to be of any help in solving practical 
problems. Against this we can put up a sound defence. 
This complaint ignores the questions of public finance, inter¬ 
national trade and monetary policy and a host of others in 
the solution of which the value theory has made special 
contributions. Again, she holds, value analysis by itself 
cannot solve any problems. No doubt the value theory 
itself cannot solve problems. The dilficulties which surround 
the application of equilibrium analysis to the concrete pro¬ 
blems of economic life—the time factor, the translation of 
qualitative results into quantitative form, the disturbing 
effects of interventionism and the rest—are great. The 
task of setting economic laws in a quantitative form has 
scarcely begun as yet, but the assistance that value analysis 
renders in solving the problems is considerable. It helps 
us to foresee future probabilities which aid us to take wise 
decisions. To give up equilibrium analysis because it can¬ 
not itself solve our problems would be giving up half a loaf 
for no bread. 

Another answer to the charge of beipg remote from 
reality is that Mrs. Wootton ignores all concrete, realistic 
and practical studies carried out by the economists during 
the last 25 years. Yet it is in this field that ecpnomic studies 
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have made the greatest advance. But she prefers to distort 
Robbihs’ ccncejit of the nature and scope of economics to 
believe that it is limited to refinement and development of 
pure economic theory. She further believes that all econo- 
nlists are agreed about this concept of the nature and scope 
of economics and have accordingly concentrated on extend¬ 
ing and refining pure value theory ignoring all practical 
problems; and those economists who do not confine economics 
to pure abstract analysis are a few eccentric people. At 
her best Mrs. Wootton is fair to Professor Robbins and 
unfair to the rest of economists, at her worst she is fair to 
none. Robbins cannot be accused of holding that value 
theoiy represents the whole of economic studies. We have 
his own assurance that it was “ greater accuracy in mode of 
statement, not over-austerity in speculative range ” for which 
he was pleading. And it is surely obvious that the author 
of Economic Planning and International Order is the 
last person to be accused of confining himself to pure and 
abstract reasoning. In fairness to Mrs. Wootton it may be 
pointed out that Professor Robbins writes his Essay as a 
theoretical economist and exposes himself to many justifi¬ 
able attacks. However, a theoretical economist cannot 
completely cut himself off from his normative feelings. In 
fact, in his Economic Planning and International Order 
the economic practitioner has had the better of the economic 
theorist in Professor Robbins. And Professor Robbins’ 
views about the scope of economics are best found by a 
study of both these works. However, assuming Mrs. Woot¬ 
ton’s interpretation of Robbins’ Essay that it is no part of 
economists’ business to discuss practical problems is correct, 
it hardly represents the views of economists as a whole. 
Robbins’ Essay evoked strong protests from his professional 
colleagues, but Mrs. Wootton writes as if she were unaware 
of them. 

The economists who have concentrated on pure theory 
for the last twentyfive years are few, those who have inter¬ 
ested thernselves in practical problems are many. The way 
in which economic affairs have been directed in practice 
during this period has given rise to many international and 
national economic problems. These have been made the 
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subject of thorough investigation and economics has come 
closer to the real world than ever before. The development 
of the empirical department of economic studies has been 
spurred by such persistent problems as trade-cycles, unem¬ 
ployment of men and material equipment, and others, and 
has been made possible by the facilities that the first Age of 
Statistics affords. For the first time in the history of the 
human race facts have been collected on a large scale. 
The eonomists have gone to facts and figures to find evidence 
for their logical deductions about the workings of the econo¬ 
mic system. Again, the economists have been moving with 
the times and have developed theories with imperfect com¬ 
petition as their norm and monopoly and perfect competition 
as unusual cases. This is a decided improvement. In fact 
adverse criticism may be said to have done economics good. 
The science has made a great advance, it is to-day closer to 
reality than ever before; its basic principles stand vindicated 
and it has a yet more fruitful life to live. 

Now we may consider the charge that while professing 
to be completely neutral as between ends of social policy, 
it is in fact a veiled device for defending the capitalist 
system. Two points are pressed to prove this charge. First, 
the principle of equi-marginal returns must and characteristi¬ 
cally does have normative implications; and secondly, the 
preoccupation of the economists with the value problems 
prejudices them in favour of the existing system. It may 
readily be agreed that the principle of equimarginal returns 
has a normative implication. It implies that, other things 
remaining the same, the position of competitive equilibrium 
is more desirable than one of competitive disequilibrium. 
Every individual, body and state strives to attain this ideal 
and thus puts the principle into practice. The thing to note 
is that the forces with which the student of economics has to 
deal are themselves subject to continuous change. There¬ 
fore, it would be appropriate to represent them by a 
band rather than by a straight line {vide the diagram), 
which means that the student of economics will not be 
concerned with any particular point of equilibrium but 
rather with a specified region within which that point might 
be taken to lie. Nor does this state of equilibrium hold for 
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all times. It is variable and varies with tastes, equipment, 
opportunities and property distribution, etc. 



All the same the conception of equilibrium is of practi¬ 
cal importance since though the equilibrium may not repre¬ 
sent the highest goal that we could reach, if it were possible 
to change the frame-work of the economic society, it does 
represent the proper goal of economic policy under the ex¬ 
isting conditions. It may not indicate the very best use of 
our resources, but it will certainly show that certain other 
ways of using them are necessarily worse than those indicated 
by competitive equilibrium. Professor Robbins deprives 
the theory of value of all normative aspect but he concedes 
this to be of normative implication in his Economic Plan¬ 
ning and International Order; Mrs. Wootton, on the other 
hand, says that competitive equilibrium is not optimum 
optimorum and is therefore passimum. But, if Professor 
Robbins were to combine the two parts of his statement and 
Mrs. Wootton to realise that value theory, in spite of its 
imperfections, is better than no theory at all, there should 
be no theoretical controversy. 

As regards the capitalist-socialist controversy as to 
whether the value concept prejudices readers against the 
socialist system, two things can be said. First, the econo¬ 
mists who have used the value concept as a prop for the 
capitalist regime are few in number and secondly the concept 
should not be blamed, because it is employed by those who 
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do not share Mrs. Woolton’s political views. At the worst 
they can be attacked of overusing the tool of equilibrium. 
Moreover we cannot compare “ planned ” economy with 
competitive economy until we have an idea of equilibrium 
analysis. Her argument arises, in short, out of a fear that 
if we study value theory, we may subconsciously defend 
“ market ” and “ value ” mechanisms, and a desire to secure 
grounds for propagating socialism. But to achieve this 
end it is not justifiable to issue a broadside attack against 
the whole structure of economic theory. Thus the charge 
falls to the ground. 

That the principles of economics are sound and that the 
science has shortly to play a more useful [lart in daily life 
has been amply established above. Nevertheless, to adopt 
an uncompromising attitude towards their critics would be 
suicidal for economists. Honest criticism is necessary for 
progress and economists do not resent it. Nor do they lay 
any claims to perfection for their science. Economics as 
understood in its pure form is divorced from ethics and those 
economists who do not shirk from pronouncing judgments 
about the quality of the ends (and they are not few) present 
a queer mixture of economists cum social reformers and are 
held to ridicule by their colleagues in their “ pure-economic- 
moods.” Professor Robbins, for example, has defined 
economics as that “ science which studies human behaviour 
as a relationship between ends and scarce means which have 
alternative uses.” He further elaborates that for an econo¬ 
mic theorist “ there are no economic ends. There are only 
economical and uneconomical ways of achieving given ends. 
We cannot say that the pursuit of given ends is unecono¬ 
mical, because the end are uneconomical; we can only say 
it is uneconomical if the ends are pursued with an unneces¬ 
sary expenditure of means.” Tlius the economic theorist 
would have nothing to do with normative economics. His 
business would be merely confined to seeing whether one 
means of attaining a given end, with the quality of which he 
has no concern, is more economical than the other. Thus 
ewMiomics would be separated from all outside influences 
and become as abstract as it was, when Marshall put it on 
the right track. Economics as conceived above would be 
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altogether divorced from ethics and become a dismal 
science. 

The protests which Robbins’ Essay has fortunately 
evoked from his fellow economists are most welcome. The 
economists have been unconsciously developing a connection 
between ethics and economics but formally they disown this 
tendency. They should on the contrary be bold and make 
a closer contact between ethics and economics a part of their 
programme. The reason for this is plain. Human thought 
is greatly influenced by human institutions which in turn are 
radically changed under the influence of the former. The 
eft’ecl of the ideas of thinkers and men in authority like 
Malthus, Marx and Roosevelt is clear. Because of this 
connection alone, let alone the other considerations, a closer 
touch between economics and ethics is necessary. As 
Mahaltna Gandhi has remarked, “ True economics never 
militates against the highest ethical standards, just as true 
ethics to be worth its name must at the same time be also 
good economics. An economics that inculcates Mammon 
worship, and enables the strong to amass wealth at the 
expense of the weak is a false and dismal science. True 
economics, on the other hand, stands for social justice, it 
promotes the good of all equally including the weakest and 
is indispensable for decent life.” 




SCOPE AND METHOD OF ECONOMICS. 


BY 

B. CoviND^Row, M.A., B.L. 

Lecturer, Hindu College, Guntur {Andhra University). 

Economic science belongs to a class of sciences whose 
work continues as long as human beings progress since 
everything afTecting their character and institutions creates 
fresh problems to be tackled by it. The scope of economics 
can be understood by determining the distinguishing 
features of the phenomena embraced by it. Philosophy of 
political economy should include theoretical and practical 
enquiries. Economics deals with those human activities 
engaged in the production, accumulation and appropriation 
of wealth. As society and civilization progress the mutual 
dependence of men results owing to complex economic life. 
The science may aim at merely ascertaining facts when it 
becomes positive or theoretical, or at directly regulating 
conduct when it comes to be called a regulative or practical 
science. These two aspects may be merged in a single 
treatment, though the distinction between them proves useful. 
But the uniformities of positive economies and the precepts 
of regulative economics require modification according to 
the special conditions of the society and period to which they 
have to be applied. The idea that men pursue wealth is 
also governed by other motives and ends. The facts de¬ 
scribed by positive economics may treat men in an abstract 
form so far as they pursue wealth alone, or in a concrete 
form as subject to influences that affect the pursuit of wealth. 
Since the ultimate aim of economic investigation is practi¬ 
cal, the general theory is to be grasped in order to understand 
particular facts of any one individual society. 

Ilie question that is to be answered is whether political 
economy is science concerned with what is, or an Art con¬ 
cerned with what ought to be done. It is desirable not only 
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to recommend laws by which the national production and 
distribution of wealth ought to be governed, but also to trace 
the laws by which these processes actually are governed. It 
follows that a science of economic causes and effects must 
precede the art of political economy. In the department of 
production, the line between science and art is difficult to 
draw, while questions as to proper governmental or legis¬ 
lative interference in economic matters are covered by the 
Art of Political Economy. In other words, economics is the 
art or method of attaining the greatest possible amount of 
some desirable result for a given cost, or a given result for 
least possible cost. The art consists not only in the scientific 
treatment of the varied applications of economic science, 
but also in solving practical problems. The scope of econo¬ 
mics considered as an art aims at a desirable result both 
from the point of view of an individual as well as that of 
the society. Tt may be even said that instead of one notion 
of the art of economics, a series of arts are to be substituted. 
The method of the science and the method of the art, the 
premisses of deductive reasoning and the rationale of the 
leading rules of the art should not be confused as one 
doctrine, though there is affinity between them and each is 
only true with certain limitations. The point is not whether 
the method of economic science is purely inductive or entire¬ 
ly deductive, since science involves some deductions, while 
the simple action of men and their social relations with 
which deductive reasoning starts is based on observation and 
induction. 

Regarding the scope of political economy, enquiry is 
to be made from closely connected though distinct view¬ 
points of history, theory and art. Questions of labour, 
wages, competition, taxation and the like can be explained 
by this line of investigation. In the economic world behavi¬ 
our is influenced by social pressure, public opinion, legisla¬ 
tive enactments, as also by the operation of moral motives 
and laws. Yet, political economy need not be treated as an 
ethical science. Though there is a good deal in common 
between positive and ethical enquiries, they require to be 
studied independently in the first instance in the interests of 
scientific approach and advancing knowledge. Theoretical 
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investigations pertaining to positive facts are essential, as 
they help us to realize that the ultimate aim is the guidance 
of human conduct. For example, in questions on banking 
and currency, the connection between theory and practice is 
so close that they cannot be separated. The science deals 
not only with motives that stir up economic activity, but also 
includes the comparison of their moral merit. The function of 
positive science of economics is not the passing of moral 
judgments, though practical economics has to consider 
ethical aspects and social morality. Thereby, we will be 
enabled to ascertain how far men and society can modify 
economic conditions. Ideals relating to production and 
distribution of wealth in accordance with justice and mora¬ 
lity have to be determined. Then, steps in, the art of applied 
economics to gauge to which extent and by what means the 
ideal of securing the greatest happiness by minimum effort 
may be attained. Consequently, the relative value to be 
attached to diff erent methods of investigation will be differ¬ 
ent depending on the ethical or scientific standpoints taken. 

f or a full solution of economic problems, a realistic 
treatment is necessary, and it follows that various aspects of 
social life and phenomena will have to be considered. Man 
is influenced by the conditions of the society and the stage of 
its development. The course of economic evolution can be 
followed belter by studying the past and comparing the eco¬ 
nomic conditions of different periods and countries. The 
connection between observation of the economic world and 
deducting generalisations therefrom is close, whether one 
adopts the historical or ethical method or a compromise of 
both inductive and deductive methods. The economist aims 
at understanding the entire real man as also the economic 
man. A society guided always and mainly by motives of 
self-interest and enjoying complete freedom is hard to find. 
Therefore, dealing with mere hypothetical enquiries will be 
devoid of utility, unless the varieties of real life are also 
covered. On the problem of distribution of wealth for 
instance, forces operating are many. Economics is rightly 
a social science and its position to general sociology becomes 
clear. It must be remarked however, that when tracing the 
modes in which industrial or financial forces work under 
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certain social conditions, we need not enter into a scientific 
analysis of these conditions. In other words, political 
economy while keeping up its individuality, concerns itself 
with such facts and phenomena of social sciences as have a 
direct economic bearing. Besides, in its practical aspect, 
economics is mainly engaged with economic activities of 
the State in its corporate capacity or of men as controlled 
by the Government. 

Political economy presupposes the simple motives or 
the i)sychology of human nature which influence the econo¬ 
mic relations of men, and then deals with complex social 
facts. Rent, for instance, is a complex phenomena arising 
from the play of human interests when brought into contact 
with the physical conditions of the soil. 

An economic fact originates when man with free will 
and anxious to satisfy his wants co-operates with natural phe¬ 
nomena which in turn modify his activities. Therefore, 
though production of material wealth is dependent upon 
physical conditions, the latter are only taken as the basis of 
reasoning and do not form part of the subject-matter of 
economics. The social laws influencing factors like divi¬ 
sion of labour, distribution and foreign trade are considered, 
but not the physical processes of production nor the techni¬ 
que of trades or occupations. 

It is worthwhile knowing about the importance of 
definitions of terms in economics. In the discussion of these 
clear and precise conceptions and an insight into matters of 
fact can be got. Diversity in the use of terms does not 
imply that the conclusions of economists carry no value. 
Definitions may not only be relative and progressive to dif¬ 
ferent standpoints or departments of enquiry (e.g. concep¬ 
tions like wealth and capital), but also to different periods 
of economic development (e.g. terms like money and 
market). Again, in the case of words like ‘ skilled and 
unskilled labour,’ ‘ productive and unproductive consump¬ 
tion,’ distinctions shade into one another. In economic 
matters, the play of the principle of continuity merges the 
different classes, and as such, definitions cannot be fully 
final. This question helps us to understand in a way the 
scope and method of economics. 
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The clifiiculty in determining the right method and study 
of economics is due to the fact that the phenomena dealt by 
it arc more complex and less uniform than the physical 
sciences. Different methods have to be adopted according 
to the availability of the materials, the stage of investigation 
reached and the object in view. The right method helps 
avoiding rash generalisations, fallacy of considering only 
one aspect and ignoring other methods. The conception of 
political economy as deductive or inductive is relative and 
there seems to be substantial agreement in these methods 
employed by economics. With both, we have to approach 
various problems and attempt to solve them. Deductive 
reasoning based on the motives of human advantage, while 
the inductive method is supported by history, observation and 
experience. On the nature of particular problems depends 
which method is most to be used. At an early stage of econo¬ 
mic enquiry, an introspective survey of the play of motives 
influencing men in their economic activities, combined with 
the observation of the conduct of other men is needed. 
Besides, investigation is to be made about the chief physical 
and other circumstances conditioning economic life and 
activities. There are two forms of this inductive method— 
some single set of economic facts may be examined under 
special conditions, or a collection of some particular class 
of economic facts may be made. The essence of the 
deductive method lies in the preliminary determination and 
investigation of the principal forces in operation and the 
conditions under which they operate, and the deduction of 
their consequences under various conditions. In this method, 
work is started from positive assumptions not universally 
realised and so, they need to be varied in order to meet 
different cases. Again, it tests the applicability of its results 
to actual phenomena by appeal to concrete cases open to 
observation. So it is only after a knowledge of general 
tendencies is obtained that local or transient tendencies can 
l>e rightly explained. Hence, the economist can afford to 
remain independent of specific experience only temporarily 
or partially. As will be explained at a later stage, in the 
abstract reasonings constituting a prominent part of eco¬ 
nomic theory, the principles to guide the economist in his 
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choice of premisses are generality and simplicity* Subse¬ 
quently, special modifications of the deductive method may 
be made. It will be helpful to proceed gradually from 
simple to more complex hypotheses, until the assumptions 
are found to fairly correspond with the facts. 

If we confine our attention to economics as a positive 
science dealing with relations of fact, it falls into two 
divisions, descriptive and constructive. In the former, a 
provisional understanding is supplied of such general concep¬ 
tions as capital, wealth, money, labour as well as their sub¬ 
divisions as a preliminary to an inductive process of analysis 
and comparison. The latter aims at discovering and laying 
down general truths concerning say, industrial life. 
Narrative or historical economics occupying a middle 
position deals with past events in sequence and compares 
different societies past and present. The functions of eco¬ 
nomic history relating to theoretical problems aff ord a basis 
for the attainment of economic truths, and it is in this res¬ 
pect that the application of historical method to political 
economy is spoken of. Both economic theory and history 
are needed to an understanding of all the periods of history. 
There is unity in the problem of economics irrespective of 
lime and space; it is also universal and all-embracing. If 
the theory starts from abstract conditions, these premisses 
must in subsequent study be modified in order to make them 
suit actual facts. The history of banking, of agriculture, of 
ship-building may be non-economic if it is not concerned 
with the part played by these activities in their relation to 
demand, if not studied from the point of view of their inter¬ 
relations with the other factors of economic life. Moreover, 
a study of the processes of development of the system of 
distribution, of the circumstances in which trade-unions 
originated, of the history of wages, proves useful in tackling 
problems connected with those subjects. History brings 
mistakes to light and sets limits to the applicability of eco¬ 
nomic doctrines. A combination of historical investigation 
and deductive reasoning will be helpful to meet various 
issues. Distinct from the history of economic facts but 
related to it is the history of ideas and theories concerning 
such facts. A study of the influences of the age and country 
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to which they refer, and of the new doctrines arising with 
the progress of society will also help us to understand the 
economic system as well as its progressive alterations. 
Therefore, accumulation of facts of economic history coupled 
with a theory of political economy at convenient stages stands 
us in good stead. 

Political economy involves analysis of mathematical 
conceptions and in some of its departments symbolical or 
diagrammatic methods have to be advantageously employed, 
since the central problems of the theory can be better under¬ 
stood. When these processes are used in the solution of a 
problem, the conditions assumed as the basis of the argument 
and their correct enunciation are pre-supposed, precision in 
abstract discussion and conciseness are attained and the 
dependence between different phenomena is understood. 
The principal aim of economic science is to determine the 
relations of varying quantities and the laws regulating the 
rise and fall of these phenomena. In the treatment of 
supply and demand of commodities as regulators of value, 
of measuring changes in the purchasing power of money, of 
capital as affecting rent and wages, mathematical conceptions 
and considerations like equations and curves prove useful 
as they ultimately lead to a determination of general laws 
and to deduction of their results. It depends on special 
problems how far and the extent to which these symbols or 
diagrams are to be employed. 

Statistical method can become a useful instrument of 
science, if statistics are properly collected and grouped, their 
import and limitations known, and their averages taken to 
find out group regularity out of individual irregularity. 
Statistics of production, wages, prices, taxation, national 
debt, exports and imports discharging their descriptive func¬ 
tion are valuable in inductive economic enquiries as they 
suggest empirical laws which in turn supplement deductive 
reasoning by subjecting them to the test of experience in 
order that results may be checked. They are also useful in 
solving particular problems and in explaining concrete 
phenomena. 

Inductive method as pointed out already starts with 
concrete detailed instances, with complexities of economic 
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conditions as its data and works up from these to simple 
uniformities. Pure deduction takes as its premisses abstract 
principles, simplified forces in operation and works down to 
complex uniformities. The typical assumptions taken are 
physical as the law of diminishing and increasing returns, 
psychological as the law of demand and supply, or socio¬ 
logical as the conditions of freedom and restraint under 
which a community’s economic activities are directed. The 
two ways in which both methods co-operate in science are 
that either of them may be used to verify or explain the 
conclusions of the other. For example, problems of produc¬ 
tion re^qiiire induction from historical facts as well as deduc¬ 
tion. Bui in distribution and exchange the general theory 
of economics uses mainly an abstract deductive method. It 
considers the general laws governing for instance, remunera¬ 
tion and prices in a civilized society having uniform 
industrial relations, and deductively works out how the 
prices of articles and shares of different classes of producers 
in a modern industrial society are fixed. But before such 
(‘onclusions are applied for explaining or forecasting concrete 
phenomena, further knowledge through observation and 
induction is required. 

So far as we treat political economy positively, we 
should avoid mistaking a generalisation from limited 
experience for a universal law, and so far as we treat it* 
hypothetically we should not premise that our notions when 
indefinite are quantitatively precise. The endeavour to be 
scientific in this sense helps us avoiding mistaken or hasty 
dogmatism. So in political economy neither induction nor 
deduction by themselves are adequate. Much that is written 
comes under descriptive economics; much of deductive eco¬ 
nomics engages itself in clearing misconceptions and present¬ 
ing alternative possibilities; inductive economics enlarges 
one’s views of the varied forms in which economic life 
manifests itself and presents problems to be solv d by 
theory; constructive economics engaged in inferring from 
the known to the unknown involves both deduction and 
induction. Abstract political economy becomes more 
concrete as it considers special conditions of time, place and 
circumstance. From the static economic theory emerges the 
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dynamics of the subject when more of inductive method is 
adopted. This distinction is of utility in relation to problems 
of method. Controversies as to the proper method are due 
partly to a confusion between the science and art of political 
economy and partly to the mistake in applying to the science 
as a whole statements true of portions only. 
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“ The progress of science, while increasing the stock of knowledge, 
increases also the area of conscious ignorance.” 

—Alfred Marshall 

The publication of Professor Robbins’s Essay on the. 
Nature and Significance of Economic Science eight years 
ago is a landmark in the history of English economic thought. 
Economics no longer remains a ‘ baby in its swaddling 
clothes ’ in the family of sociology, but is a claimant for a 
distinct individuality all its own. The area of interest for 
the pure science of Economics has been delimited with a 
precision of boundaries that had not so far been its good 
fortune to enjoy. For the^ student of Economics there had 
been established a sanctum sanctorum from within which 
stand eliminated, the tainted alliances with the Historismus, 
the institutionalist, the quantitative thinker, the welfare eco¬ 
nomist, the socialist and all brands of preachers of political 
economy. The theory of value and the theory of equilibrium 
without ‘ a penumbra of approbations ’ around it, it is said, 
form the corpus of Economics. While it has thus narrowed 
down on the one side the focus of the Economist’s attention, 
it has been claimed that the technique underlying the 
marginal analysis is a technique whose application is not 
confined to the analysis of the ‘ ordinary business of life,’ 
but is as wide in its potentialities as life itself.^ Thus with 
one sweep has been eliminated from within itself all that is 
not of the essence of science; and with another the relevance 

^ Cf. Wicksteed: “ . . . whatever our definition of economics 
and the economic life may be, the laws which they exihibit are not 
peculiar to themselves but are the laws of life in its widest 
extent.” Common Sense, Vol. I, p. 160. 
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of its enquiry has been extended to every aspect of activity, 
in which economy and choice figure as means. 

While its contribution has thus been all to the good in 
the clarification of certain issues, and in sifting that which 
is of the essence of science from those which are only its 
instruments, it has no less significantly contributed to the 
mystification of certain other issues. If economics is a 
pure science, what debt or obligation, or at least relation does 
it bear to those who study through inductive and historical 
methods? Do these methods of enquiry stand condemned 
from within the purview of the economist’s interests? If 
the science of economics is neutral between ends, do not its 
findings possess, even by implication, any normative signifi¬ 
cance? If economics and ethics stand on different 
planes of discourse, do they continue thus to stand, when we 
propose to pass from theoretical discourse to practical 
conduct? Are the findings of pure science of such validity 
in their application to practice as to enable the economist to 
offer them as guides with honest confidence? If they are 
not (it is not asserted that they are), then is it possible to 
do without building up ‘a,penumbra of approbations’ around 
the theory of equilibrium, with the light, not of science, but 
of common sense, till at least such time as the light of science 
itself is extended? Such and other questions are being 
asked and it has not been possible to offer answers, that 
would satiate the curiosity which prompts these questions. 
In a paper of this length it is not possible (nor does it lie 
within the competence of the writer) to attempt extensive 
answers to these and other questions. But in the light of an 
examination of the clarificatory contribution made by pure 
science to the methodology and assumptions of the quantita¬ 
tive thinker, the institutionalist, the welfare economist, and 
what appears (to me) to be the limitations of a pure 
science,^ a suggestion for consideration will be offered, that 
economics and political economy are two distinct but com- 
p|6^t®ry subjects and that such a widening of scope and 
division of study are indispensable if economists are to 
contribute to the clarification of the puzzles and conundrums 
that confront them. The argument is developed at some 
length that a pure science hnsed on the analytical method is 
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a necessary and indispensable complement to the methods of 
quantitative, inductive and welfare economics and is a neces¬ 
sary link between the dry bones of fact and the body of 
generalisations; and though, thus an essential, if not crown¬ 
ing, aspect of economic studies, as, in itself, it can offer no 
complete guide to practice (the guidance it offers on practi¬ 
cal issues being the raison ffetre for its existence) it can be 
completed only through studies of a normative character 
embracing the art aspects of political economy that forms a 
necessary link between pure science and its application to 
practical issues. Now, therefore, firstly as to the relation 
between pure science of the deductive type and inductive and 
quantitative analyses, it is necessary to establish that these 
are not methods rival to each other as some economists still 
seem to insist but are necessarily complementary and that 
without the deductive analysis of pure science, the work of 
these other methods, though valuable in offering guidance, is 
bound to remain incomplete and without the necessary 
ability to formulate principles. 

It has been argued in recent times, for instance, that 
quantitative analysis offers a method not ancillary but alter¬ 
native to deductive analysis, and that such an approach 
possesses merits that can never be successfully reproduced by 
the approach of abstract analysis. This belief rests on the 
assumptions, —among others— (a) that the quantitative 
element forms an important aspect of all economic problems 
and that the theorist can but content himself with pointing 
out the types of causes and consequences rather than estimate 
their quantitative import;^ (b) that our useful knowledge 
of events in the world is essentially statistical in character and 
that .we are of necessity precluded from speaking in terms of 
invariant laws, recognising the purely imaginary charac¬ 
ter of the concept of causation as expressing an unfailing 
relationship between cause and consequence; (c) that the 
description of economic law as a ‘ tendency ’ itself implies 
a statistical rather than a mechanistic view;® and finally, 

2 Tugwell: “ The Prospect of Economics ” (in his Trend of 

Economics), p. 28. 

® F. C. Mill: On Measurement in Economics,” Trend of 
Economics, p. 49. 
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(d) that quantitative analysis offers methods of investigation 
that are more precise and hence superior to those of deduct¬ 
ive theory.* 

In regard to the first of these assumptions, it may be 
seen that it emphasises merely the desirability of a quantita¬ 
tive rendering of economic estimates, and its acceptance 
wherever practicable need not be disputed. As regards the 
second of them, which questions the very existence of a 
causal relationship between phenomena it may be disposed 
of by saying that this conclusion is itself a matter of 
deductive reasoning and that in any case it is not amenable 
to any statistical or quantitative verification. And in regard 
to the belief that the word ‘ tendency ’ itself is indicative of 
a statistical view of things, much more argument seems to 
be necessary to disprove the contetion that it may be indica¬ 
tive, in, at least as great a degree, of a causal relationship as a 
quantitative one. It is, however, the last of these arguments, 
viz., that a quantitative approach considerably enhances the 
precision of economic generalisations that some extended 
argument seems necessary. 

This view has been advanced with some persistence by 
Professor Cassel who has argued that this method offers 
distinct advantages in regard to specific economic issues, as 
for instance, the quantitative estimate of the social import¬ 
ance of capital, over the rival abstract approach through 
the concept of the period of production.’”’ He also offers the 
theory of purchasing power parity as yet another instance 
of the superior potentialities of a quantitative approach. 
Without denying the undoubted advantages of such quanti¬ 
tative computations wherever possible, it does not seem 
justifiable to conclude that such a practice is either possible 
in many cases; or, even to assert, on the basis of experience, 
that its applications have justified the high claims made for 
it. To take the very two instances mentioned above concern¬ 
ing which it has been urged that the quantitative method has 
proved superior, a scrutiny of its achievements does not 

<F.C. Mills: /6id., p. 49. 

® ® Cassel: On Quantitative Thinking in Economics, pp. 

22 and 177. 
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bear out the claim. It is enough to point out that the 
quantitative estimate of the social importance of capital as 
suggested by Professor Cassel can at best express the quantita¬ 
tive relation between capital and income only in tenns of 
money; and in any case it has to rely on the assumption that 
real capital has a price corresponding to its cost of produc¬ 
tion; and that both these are drawbacks (as they appear to 
us) that might contribute to a divergence of the quantity 
calculated from its counterpart in reality to so great an 
extent as to in no way justify its pretensions to superiority 
over the rival method. Similarly the theoretical attractive¬ 
ness of the purchasing-power-parity idea and its 
disappointing results in actual practice is another matter 
that should restrain optimism about the practicability of the* 
quantitative method on any extensive scale. In replying to 
the critics of this concept its author himself admits to the 
existence “ of several causes of deviations both on the 
monetary and economic side,”* and contends that the theory 
retains its fundamental position as a first approximation. 
The objection to this is not that the theory does not offer us 
a first approximation; its conceptual value may be undeni¬ 
able; but the objections are to its quantitative character, the 
difficulty of measurement in reality being almost insuperable. 
If these strictures be valid it must be admitted that, whatever 
lure there may be for the quantitative method, it must be 
tempered by the awareness of limitations it has in actual 
practice, the rectification of which in the last analysis 
requires the necessary complement of abstract theory. 

This, however, is not its only limitation. Even grant¬ 
ing all these assumptions, it remains to be asked whether a 
purely quantitative theory can ever take cognisance of the 
non-quantitative aspects of our economic conduct, the im¬ 
pulses, artificialities and conventions, the interacting 
influences of the group on the individual and vice-versa. 
The conditioning factors of human behaviour, the influences 
of the past and the aspirations for the future are factors 
which cannot be comprehended in a purely quantitative 
mould.’' A quantitative science by its very nature will fail 
to take account of the values which goods and services 
represent as distinct from the goods and services them- 
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selves: and its performance will remain a quantitative 
caricature of economic reality if deductive methods do not 
clothe it in the flesh and blood of the non-quantitative aspects 
of conduct. Professor Cassel himself protests in another con¬ 
text against the use of mathematical analysis in reference to 
the economic ‘ quantities ’ without caring to ascertain ‘‘that the 
concepts concerned can be really defined as quantities and 
are capable of being measured in definite units.” Only he 
does not tell us how in all such cases the quantitative 
method will in any way help to improve matters! 

It is in view of Aese limitations of the quantitative 
approach that the theses of the institutional and historical 
schools of thought become more interesting. Of course, it 
must be said of these methods, particularly that of institu¬ 
tionalism, that they include several categories of thinkers, 
each one of them advocating a different approach. 
Institutionalism has merely become, what Davenport has 
styled a ‘ bouquet-dispensing term ’ including within itself 
a gorgeous array of method and creed. But it must be said 
to their credit that they are right in emphasing the influence 
of widely-prevalent, highly-socialised habits on our reflexes 
and instincts; though, in so doing they swing to the other 
extreme of crediting the institutional influences with a 
deterministic character—an error that seems to have its 
parallel in the Marxian concept of the materialist interpreta¬ 
tion. While their admonition to stick to the facts and not 
permit pure theory to take flights into the realms of romantic 
unreality is a piece of wholesome advice, the illogical 
extensions of this view into the confusion which identifies 
problems of description with problems of appraisal needs 
to be guarded against. If their protests against ‘ the empty 
formalism’ and ‘ scholastic metaphysics ’ of pure theory is 
an indication of impatience over its inability to tackle with 
success the practical issues, their optimism about the pos¬ 
sibility of substituting the laws of price-equilibrium with 
Ae descriptive generalisations of time sequence seems to 
imply nothing better than the substitution of invariant laws 
(against which they protest) of one type by the invariant 

^Cf. F. H. Knight: Ethics of Competition^ p, 132 et seq* 
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laws of another type, this paradoxical advocacy being based 
on the dogma, that history repeats itself. While their 
insistence on the ' static ’ character of pure theory may be 
a truism that need not be contested, it is not made clear how 
a mere analysis of the institutional framework helps to make 
it ‘ dynamic ’ and how it will enable ‘ scientific ’ prediction 
to be made. In being loo ardent about ridding economic 
theory of superfluous abstraction they seem to be prejudiced 
against the abstract method itself. Realistic studies rid of 
abstraction may be useful and even necessary in the consi¬ 
deration of data, changes in which are influenced by causes 
outside the limits of ])ure theory. But can it be denied that 
the scope of the economic law transcends the institutional 
content? Unless we go to the ridiculous extent of suggest¬ 
ing that rational thinking and objective reality themselves 
are institutions^ it will not be possible to trace out the full 
significance of the alternatives open and the choices 
exercised. It is one thing to insist that to be useful, pure 
theory should be cognizant of the changing background of 
data, and another to suppose that descriptive studies of the 
institutions and the generalisations derived therefrom in 
themselves would possess any great degree of validity, 
though they may possess a certain amount of technical and 
particular importance. And it is on account of these draw¬ 
backs that the contributions of abstract analysis become 
indispensable even here. 

Very nearly similar difficulties seem to be true of the 
purely historical or inductive approach. In calling atten¬ 
tion to the relative character of economic laws, it is often 
overlooked, that, though the frictions operating against the 
economic law and the inadequate realisations of the forecasts 
based on it may be conditioned by, and relative to, the 
historical and sociological setting, the main assumptions 
underlying the formulations of pure theory, are based on so 
wide a degree of generality that they do not stand in rela¬ 
tion to this setting. Even apart from this the fact that 
historical truth is essentially subjective necessitates, in the 
process of imparting to its conclusions a certain objective 

«F. H. Knight: Ibid p. 132, 

F. IB 
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validity, a technique of measurement and comparison like 
the one that obtains in the analysis of the equilibrium theory. 
On the basis of what happened in the past, to be able to say 
what happens in the future, involves the formulation of a 
science of history which simply does not exist. This, how¬ 
ever, need not be taken to imply any denial of the influence 
of the historical setting on the choice of ends; but its 
relevance to the study of the administration of means is 
unquestionably remote. There is, finally, the objection to 
all inductive analysis in general that in the last analysis it 
involves either the acceptance of deductive reasoning in the 
explanation of causation, or alternatively to assume for the 
historical institutions an animistic character with a set of 
inherent, internal laws of change of their own or some such 
unconvincing assumption of an unconscious teleology in 
nature. Even in order to support and strengthen such an 
assumption an a priori reasoning becomes a necessary 
finishing touch.^ 

If the abstract method is a necycssary complement to the 
work of the inductive, institutional and quantitative analysis, 
the usefulness of a distinct pure science is revealed best in 
the illumination it has cast upon the long accepted doctrines 
of welfare economics. The basic idea of welfare economics 
that the practical ends of economic life should lead and 
inspire the economic enquiry stands questioned by the view 
that science to be science must express itself in neutral terms 
without reference to the application of its formulations. Its 
emphasis on the ‘ material ’ character of welfare seems to 
have been discredited by the enunciation that economic 
goods are economic, not because they are material, but 
because of the value relations which they bear to wants. 
While its assumption that there exists individuals a disposi¬ 
tion to prefer the greater good, is but an extension of the 
utilitarian assumption of hedonist calculation, both the 
ethical character of this assumption in relation to private 
choices, as well as its being co-extensive with the concept 

On this see F. C. Mills, “ On Measurement in Economics ” 
in The Trend oj Economics^ pp. 59-60: Keynes, Probability, 
pp. 25—S3: Robbins. Nature and Sis^nijirance^ p. 71, 
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of ‘ good ^ as applied not to means but also to eads^^’ 
invalidates its legitimacy in a study of the actual admi¬ 
nistration of means. 

It is not these, however, that form the most significant 
contribution of pure science to the issues raised in welfare 
studies. Besides the objection that welfare preoccupations 
have imported into economic analysis categories of appraisal 
that have blurred and distorted its generalisations, its most 
fundamental assumption that ‘‘ marginal utility stamps as 
economical many things which could formerly be recom¬ 
mended on ‘ sentimental ’ grounds as Cannan described it,^^ 
itself seems to have melted under the fire of pure science. 
The realisation, that utility, which, it may be granted, is a 
recognisable, objective, quantitative fact with each indivi¬ 
dual, cea^es to be capable of being brought into an aggregate 
or to be comparable inter-individually, has dealt a knock-out 
blow to a great imposing superstructure of welfare theory 
built upon it. Though this need not be construed as a denial of 
the objective character of utility in the sense of attaching to 
things outside the person, it must be construed as asserting 
the impossible character of its scientific measurability, much 
less of comparison in its multitudinous inter-individual 
variety—a distinction of immense significance in the appre¬ 
ciation of this objection.^“ 

n» Haw trey : The Economic Erohlcm, pp. 184-85. 

Cannan : Theories of Eroduction and Distribution, p. 105. 

^-It api)ears to me that failure to appreciate this distinction 
has led some economists to seriously contest this view. It has been 
argued, for example, that such a view implies a doctrine which 
nobody would seriously adopt in ordinary life—it denies the 
possibility of something which in fact constantly happens. 
Every father and mother of a family, every subscriber to charity, 
every chancellor of the exchequer, makes and has to make them . . . 
In order to do this be must ask himself whether a given shilling 
(or a given million pounds) will do more good if spent on one 
person (or a group of persons) or another—that is to say, he 
must compare the utility of a given quantity of goods to the 
different possible recipients,” (L. M. Fraser: Economic Thought 
and Language, p. 88.) It may be noted that all this argument 
proves is that do compare; hut it does not, as indeed it can¬ 
not, prove that the estimates of utility of the giver (in this cas<^ 
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All this may not necessarily imply any denial of the 
scientific character’of welfare analysis (of some types at 
any rate) in other respects, compared with the principles of 
pure science; though even here it is subject to the charge 
that the bases of its generalisations will necessarily vary 
with the individuals who formulate them like the law when 
administered according to the chancellor's foot,” 

It is, finally, in its demonstration of the validity of its 
principles even in relation to a socialist organisation, that 
ihe necessity for and the justification of a pure science of 
economics stands out most creditably vindicated. In its 
dialectical enterprises with the socialist preachers, it has 
successfully established the relevance of its enquiries even 
under conditions of socialist organisation and has won over 
the admission from socialist writers that, to be successful, 
socialism must imitate the mechanism of a competitive 
economy, and to some extent at any rate, continue to be 
guided by the affirmations of market valuations in the main 
lines of economic organisation. Though the purists among 
them refuse to accept such a view, insisting that there is a 
difference between a planned economy with its unification 

the father or mother, ihe giver to the charily or the chancellor) are 
in any demonstrable way identical with the actual significance of 
utilities as attached to them by the recipients. It does not, there¬ 
fore, disprove the assertion that it is illegitimate to deduce any 
warrant for such identity from the marginal utility concept, as 
the welfare economists have assumed. Though this argument is 
si rained to vexatious limits Marshall himself seems to have been 
aware of this limitation, for he wrote that “ the pleasures which 
two persons derive from something cannot be directly compared 
nor can even those which the same person derives from it at 
different times.” {Principles, p. 15.1 It may be one thing to 
admit as Prof. Robbins does that it can be justified on grounds of 
general convenience or by appeals to ultimate standards of obliga¬ 
tion: and quite another to invoke for it the sanctions of positive 
science. The question of inter-individual utility comparison 
seems beyond doubt to be a metaphysical, not a scientific question. 
(See Robbins: fbid„ pp. 139—141.) 

For a thought-provoking comparison of the scientific 
character of welfare and positive economics see L. M. Fraser; 
Ibid p. 39. 
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of all the major decisions, and of a competitive economy with 
its atomistic diffusion,the majority of them do not lind it 
possible to deny its applicability. It is admitted that it 
will be necessary or, at any rale desirable, for a sociaiist 
society ... to know as accurately as possible the real costs 
involved in the various processes in order to arrive at correct 
judgements concerning the best distribution of available 
resources .... between alternative employments.”^'* 
ll is also accepted that it is possible to conceive of socialist 
enterprises determining the rent of land by bidding one 
against another for its use, .... to conceive of them as 
fixing the rate of interest by bidding one against another for 
shares in the available supply of capital.”’The implica¬ 
tions of these admissions, it may be pointed out, are far- 
reaching from a socialist view as they embody a tacit 
acceptance of the necessity of marginal analysis, at any rate, 
in its application to the administration to the resources of 
the slate, and the recognition of the inadequacy, if nothing 
else, of the labour theory of value, the key-stone of the 
socialist ideology. The admission may be even more 
significant, as it would also amount to an implied refutation 
of the Marxian thesis which condemns efforts for the search 
of universal generalisations by asserting that one who 
from such concrete researches (i.e., researches confined to 
some specific form of production-distribution relationship) 
aspires to rise to a general synthesis .... to discover by 
force a common element in economic phenomena essentially 
distinct and belonging to successive ages will inevitably 
proceed to despoil those phenomena of everything which 
gives them life and movement.”’" 

All these concrete contributions to the clarification of 
issues is proof positive of the need for a science of economics 
expressing itself in neutral terms, the interests at stake and 
the ends in view having been eliminated. But it is equal- 

^*I)ohb: Political Economy and Capitalism. ('.haf>ter on 
‘"Economic Law in a Socialist Economy/' 

ir, gj 10 Cole: Studies in World Economics, pp. 255 et seq* 

^^Marx: in an article in the New Zeit, Quoted by Loria: 
Economic Synthesis, p, 3, 
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ly true that in itself it is not adequate. It does not offer an 
adequate guide to practical administration. The fact that it 
ikals with ideal concepts and abstract relations makes the 
adaptation of its principles to practice a matter of further 
study. The fact of its preoccupations with the conditions of 
equilibrium, has, till now at any rate, disabled it from deter¬ 
mining the paths of movement. It is also one of its limita¬ 
tions that the real problem of economic organisation remains 
a political problem. It appears essential, therefore, to re¬ 
cognise in equal measure the limitations of mere science 
from a practical angle. 

This, in no way, indicates that either a i)ure science is 
unnecessary or that it is not conceptually distinct from the 
held of application of its principles. A pure science is 
necessary, for the question of applying principles does not 
arise without principles to apply. Nor can anyone reason¬ 
ably assert that the principles of this science with their 
evergrowing intricacy and widening scope, built on a few 
simple postulates could have been obvious to common sense. 
That this body of principles has placed at our disposal a 
technique of conceiving a system of generalisations, given 
the valuations of the subjects and the practical environment, 
is also well nigh beyond dispute. But when it is asserted 
that between the generalisations of positive and normative 
studies there is a logical gulf fixed .... which no juxta¬ 
position in space or time bridge over’”'' it becomes neces¬ 
sary to eiKfuire if the gulf is anything more than a mere 
hf^ical gulf, whether in reality such a gulf can continue to 
exist; and whether il is anything more than a conceptual 
convenience. On the contrary, how if this imaginary gulf, 
taken as real, creates difficulties? Is Mr. Dobb very far 
from the truth when he asserts that the abstract mode of 
thought first creates for us a realm where disembodied 
minds hold communion with etherialized objects of choice, 
and then unmindful of this abstract world and reality, seeks 
to represent the relations which it finds in this realm as 
governing the relations which hold in actual society 

^ ” Robbins: Ibid, 

^‘^Dobb: Political Economy and Capitalism, p. 186. 
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Granting that for convenience of specialized analysis a 
positive science is necessary and valuable, is it not equally 
true that the generalising on fads which constitutes science 
is mere raw material for practical policy? Shall not econo¬ 
mics be known by ijs fruit? Indeed, it appears necessary 
to insist, that in this gulf between the two studies, if there 
were no bridge, it is necessary that plans be devised to build 
one. 

To a great extent, no doubt, the fascination for a pure 
science unsullied by contact with the unscientific, is an imita¬ 
tive aspiration born of experience in the physical sciences. 
But could it be probed that the division of labour practicable 
in the natural sciences would conduce to the good either of 
economics as a science or economy as an art? Economics as a 
science, it is admitted, differs in important respects from the 
natural sciences. If it is granted, that psychological 
elements form an important ingredient of its studies, and 
that the transition from the quantitative to the qualitative 
elements become^ a matter of ‘ peril and difficulty in 
economics, are not these differences enough to invalidate the 
claims for a too pure science of economics? There is the 
further difficulty common to all social sciences that none can 
have the requisite knowledge of any considerable part of the 
conditions relevant to any issue~^—a point that must 
engender diffidence regarding the certainty of the generalisa¬ 
tions or their applicability to particular contexts. Nor is it 
true that since it is possible to apply the techinique of science 
to exchange relations which have reduced factors and some 
aspects of economic behaviour to measurable quantities, wel- 
can extend this technique to the problem as a whole. A 
pure science of economics, desirable for numerous reasons, 
cannot in itself be adequate. If it is important to recognise 
its distinction from practice, it is no less important to 
recognise its inadequacy for it. If a pure science is 

necessary by the lest of convenience, it is inadequate by the 
test of efficiency. 


Robbins: Ibid., pp. 89 and 111. 
Marshall: Industry and Trade, p. 663, 
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Such diffidence concerning the efficiency of pure science 
derives from a consideration of its competence in analysing 
the evolutionary aspects of economic behaviour—or what has 
been misleadingly termed the ‘ dynamic ’ aspect of economic 
life."^ It is not yet clear whether the analysis of pure 
science confined as it is to an analysis of activity that 
exhibits no change, or change only in a recurrent cycle, can 
provide us with any guide in the larger study of real life, 
wherein the general properties of its ultimates are them¬ 
selves subject to change. Even with our limited knowledge 
of the ‘ dynamic ’ aspect it is, indeed, possible to point to 
directions in which the assumption of a ‘ static ’ state are 
likely to be misleading. In the long run it is not true that 
wants remain, (as they are treated,) ^constants ’ and funda¬ 
mental data, but will themselves become dependent variables. 
Nor does business life continue to remain true to the assump¬ 
tions of ‘ static ’ analysis under the stress of changing 
opinions, attitudes and institutions; and before the common 
elements of the new facts and the old, or the principles, 
could be singled out, newer facts creep in to limit the 
efficacy of their application (though they continue to 
possess an abstract validity). TTie limitation that economic 
analysis is an anlysis of the facts of yesterday while its 
application is the application to the conditions of tomorrow 
is a limitation that has no parallel in physical sciences, in 
view of the evolving character of economic ‘ constants.’*^ 
Further, in the dynamic analysis such a limitation seems to 
dog, not only economic facts, but perhaps even economic 
concepts. There seems, for instance, the possibility of a 
presumption that, when time is taken into account beyond 
the isolated unit, the simplicity of the diminishing utility 
concept may have to be replaced by a concept that shall 

On this misleading use of the terms ' static ’ and ^ dynamic * 
as used in economics compared with their true import in Physics 
see Knight: Ethics of Competition, p. 167 et seq, 

23 It may he necessary to point out here that this is not the 
same thing as the assertion of the relative character of economic 
laws. This refers only to the application of law in real life, 
without questioning its validity under abstract conditions or its 
universality. 
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consider desires as a whole, as an inseparable system not 
capable of the isolated analysis and becoming intertwined 
with ethical urges.^^ Ignoring such limitations of pure science 
in relation to real life may induce the placid faith that the 
findings of pure science are descriptions of reality. There 
appears, in fact, little reason to suppose that economics can 
lend support to economic liberalism any more than to social¬ 
ism. And it is possible that the present-day enthusiasts for 
economic liberalism or Marxian socialism may be but the 
modern counterparts of the Ricardos and Marxes of the last 
century, with their ‘ vigorous, narrow certainties ’ that do 
not, strictly speaking, stand warranted by the principles of 
pure theory. 

In fairness, however, to those who insist that economics 
is a pure science and has no need to be anything else, it 
must be stated that they have no illusions about its limita¬ 
tions. For it is usually admitted that our knowledge of 
facts which form the basis of deduction is deficient in 
important respects. It is also admitted that there is an 
‘ unexplained residue ’ which is incapable of clarification in 
the light of these principles. It is not denied that the 
activities of prediction and control are vitiated at the fringe 
of given data which is extensive and subject to influences 
not strictly economic. It is granted that even in regard to 
what are described as endogamous changes, that is in regard 
to the ultimate conditions relating to supply of labour, the 
sphere of technical change and the question of the legal 
framework, prediction is not possible. Even in regard to 
the value theory it is conceded, that though it has made our 
understanding of the nature of valuation much clearer it can¬ 
not be pretended that even with all its complexity and 
exactitude, it is in any sense complete. On the contrary, as 
competent critics have pointed out, although it has intro¬ 
duced simplicity and order, a technique or scientific 
measurement by the substitution of subjective for objective 
valuation and even a certain harmony with Spencerian social 
philosophy, it is not representative of actual behaviour both 

2** For a very brilliant elucidation of this view see Macfie: 
Economy and Value^ Ch. I. 

F. U 



500 


P. S* NARAYAN PRASAD 


in the sense that neither the subjective experience of the 
subject under analysis nor the observation of others justifies 
the belief that alternatives are balanced correctly,’ as also 
in the sense that it can be cognisant of the error or ‘‘ waste 
that arises in the administration of resources.”"^' 

Realisations of this kind must logically lead to the 
conclusion that to the curiosity of the enquiring statesman a 
science of economics per se can provide no positive guidance 
even in regard to the adoption of the alternative means and 
their respective consequences. This difficulty cannot be 
evaded by shifting the odium on to the statesman, as Cannan 
did, by asking him “ to learn enough to be able to ask a fair 
question for if by a fair question is meant a question that 
the economist could answer by referring it to the abacus of 
equilibrium theory, it is likely that neither the statesman 
nor the problems of life will ever learn enough fairness. 
For in the last analysis the economical administration of a 
state, like its counterpart in the individual’s resources, is not 
a mere matter of science. A human individual unlike an 
^ object ’ in science derives stimulus to conduct from associa¬ 
tions inaccessible to scientific investigations; and it is open 
to doubt whether the ideal of a scientific technique of the 
physical sciences could be adopted in regard to social 
control, which seems to be the sphere of suggestion and 
interpretation, of art rather than science. And though it 
may be true that the problems of ecoiU)my are co-extensive 
with the problems of life, it is no less true that economy 
itself may derive its complexion from the field of other 
values. If it is true as pointed out by Prof. Knight that we 
strive to find out our real wants rather than to get what we 
want, the field of science, if not narrow, can certainly not be 
independent. And it is here that institutionalism with its 
studies in the setting and the welfare economics with its 
aspirational preoccupations become germane to the interests 
of economics and without such synthesis a pure science in 
itself will have serious drawbacks in the quality of its 
findings, whatever truth might inhere in them in the abstract. 

Cf. Wicks!ecd’s analysis of this question: Common 

Sense, Ch. Ill, 
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While convenience may dictate the keeping of their frontiers 
inviolate, the very purpose of economics as a science would 
be hard to comprehend if through such synthesis it does not 
aim at throwing light on the problems of the day. Eco¬ 
nomics is and should remain positive, if its findings are not 
to be tainted by the passions and interests; but it should so 
remain only with the reservation that it can only be a 
fraction of a larger study of political economy. 

But apart from this question there is the further doubt 
whether economics can really claim to be positive and to be 
free from normative implications. In a certain sense it 
may be true that economics as a positive science can be 
conceived to be free from preoccupations with ends. 
Concerned as it is with an analysis of economic organisation 
as a study of means, it neither implies that these means in 
themselves tend to beget scrupulousness or that consequences 
of ethical approbation necessarily follow from them. It is 
certainly true that “ the catholicity of the economic relation 
tends far enough in either direction to embrace both heaven 
and hell.”'® From this point of view it may be true that 
economics is neutral between ends involving judgements of 
value. But that economics is not free from normative 
implications is pointed out, if we view it in another light. 
Both the assumption of rationality as the L^asis of conduct 
which is accepted in economic theory as also the idea that 
economy itself is a value are in themselves judgements 
involving value, and to that extent imparting a normative 
colour to its positive findings. 

In regard to the meaning of rationality as conceived by 
the economist it may be true that it does not signify ethically 
appropriate action but only implies consistency in pre¬ 
ferences. Economics does not argue, it is true, that all 
conduct is rational. If that were so, as Hawtrey pointed 
out, the economic problem is merely a mathematical problem. 
But Professor Robbins informs us that economics “does 
depend for its practical rnison d’etre upon the assumption 
that it is desirable that they should do so ” that is, that men 
should choose rationally, “ that within bounds of necessity, it 


Wicksteed : Common Sense, Vol. I. p. 181.. 
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is desirable to choose ends which can be achieved harmonious- 
Similarly, it was argued by Wicksteed that this 
“ ultimate significance is determined by ethical consideror 
tions .... and that the final goal of education and legisla¬ 
tion .... must be to thwart corrupt and degrading ends 
and to infect the mind with a wholesome scheme of values 
and to direct means into channels where they are likeliest 
to conduce to worthy ends.”'^^ (Italics mine.) It is true 
that Prof. Robbins argues that the purpose of this assump¬ 
tion is merely “ to study in isolation . . . and then by 
contrast, as much as by comparison to turn back to apply the 
knowledge thus gained to explanations of more complicated 
situations.”^® But if this is true then in the first place the 
behaviour under the imaginary, perfect, rationality sets up 
the norm towards the attainment of which ‘ it is desirable to 
choose ends which can be achieved harmoniously; or, in 
Wicksteed’s words, it points towards that ‘wholesome scheme 
of values.’ 

If this is true, then it seems to follow, that exchange 
value and economy itself as a value cannot be conceived to 
be on different planes of discourse and that in the affirma¬ 
tions of exchange value are involved those very judgements 
of value that a scientific conscience compels us to fight shy 
of. If that were so, it would not be possible to evade issues 
by asserting a neutral relation of economics to ethics but by 
recognising that “ the realisation of values at one stage is 
but the means towards the recognition of higher values which 
may still be attained. What are regarded as ‘ means ’ may 
be more fittingly described as ends statically conceived or as 
ends of a lower order.”*" Thus, even if the economic 
problem is concerned merely with the proper utilisation of 
means, and though the study of means may be taken up in 
isolation for convenience, it cannot in an ultimate sense be 

2' Robbins: Ibid., p. 157. 

** Wicksteed: Address to the British Association (1913). 

2® Robbins: Ibid. 

®® D. T. Jack: in Philosophy, January, 1938. A brilliant ex¬ 
tension of this view is also to be found in Macfie’s Economy and 
Value. 
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disregardful of ends, at any rale in regard to social ends. 
It is oije thing and perhaps the right thing, to assert that 
the economic science in the very nature of things cannot 
judge upon individual and private judgements of value; but 
quite another to conclude, that for this reason, it has no 
business to formulate a preference-scale for social ends. 
If economics as a positive science is not the study to do it, a 
political economy embodying these normative aspects 
becomes its necessary complement. 

Moreover, whatever reasons may have weighed with 
economists in the past in the exclusion of ends in view of 
the absence of ‘‘ deliberate direction of communal resources 
to communal ends by a central authority,”’^^ no one with 
any knowledge of contemporary facts can assert that this 
state of affairs is still extant. And the very positive attitude 
by which we have learnt to swear, itself should impel 
thought towards the recognition that the scope of economics 
should be adjusted to this reality, rather than attempt to 
adjust reality to the convenience of economics as the 
advocates of a positive science seems to be doing by crying 
for the moon of economic liberalism and the omniscient 
justice of an ideal competitive market. But the point is, 
whether taking this into account in a realistic vein economic 
studies proffer judgements of value in regard to social ends, 
or merely preach the virtues of an ideal free market and of 
economic liberalism as the ideal framework of economic 
organisation both these are merely the outpourings of their 
normative counterpart. 

In conclusion, whatever theoretical views one might 
hold on these matters, if it is realised that pursuit of 
individual good need not imply consonance with social ends, 
if our interest in the study of economic behaviour is only 
to harness the economic force to the social car to put it as 
Wicksteed put it, and if it is not denied that it is not only 
necessary to study facts but also the needs of their ameliora¬ 
tion, a science of economics that delimits its interests to the 
study of the administration of scarce means between 
alternative ends without any interest in the ends themselves 


Wicksteed, Common Sense^ Vol. I, p. 15. 
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may be a good science (if it could transcend the limitations 
that beset it); but that in itself is not enough to make it good 
social science. In the very nature of things it appears 
necessary to recognize that a conception of * science ’ in the 
social aspects can never perhaps be on all fours with a 
‘ science ’ in the physical realm. It has limitations in its 
methods and objects of study that may never make it pure 
enough to be a pure science. And an apparently ideal 
arrangement of social relations in which the economic 
scientist would retire into the isolation and neutrality of a 
scientific altitude, waiting only to give answers to ‘ fair 
questions ’ and, only when asked to do so, may not result in 
the evolution of a trained judgement and the disinterested 
social outlook in the administration of public resources, but 
may merely end in the abdication of a social responsibility 
in favour of the stupid theorising of the man in the street, 
the pseudo-idealist, the culture-crank and the political 
crusader, in whose judgements there is no place for even 
those limited ingredients of science that economic analysis 
lias been able to evolve. Economic theory with all its 
limitations will only be lending its authority to this 
multitudinous rabble, if it does not itself point to the selec¬ 
tion of social ends consistent with the economical utilisation 
of social resources. With all its limitations, the method of 
economic enquiry offers a set of criteria, with which, it is 
possible, if not to discover the ideal, at least to recognise the 
absurd. An equilibrium theory that divests itself of 
interest in the social aspects of economy may easily do worse 
than withholding its quota of contribution in the formation 
of judgements essential to a proper art of Political Economy, 
if such withholding were to result in a more inadequate 
appreciation of the distinction between economy and waste 
than is prevalent at the present day. If there is no 
“ penumbra of approbations round the theory of 
equilibrium ” there is, indeed, every danger of its continu¬ 
ing to remain a theory. But it is reassuring that in spite of 
all the theory about economics being a mere positive science, 
these very scientists themselves have created not a mere 
penumbra but a whole sky-ful of approbations (as well as dis¬ 
approbations!) 
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Ill a recent article* Prof. Durbin of London School of 
Economics writing about the method of study said, “ There 
is, broadly speaking, no serious controversy over the theory 
of method i.T this country. There is a difference of 
emphasis. There is an irritation about phrases. But 
almost all students of society are in perfect agreement that 
any exclusive concentration upon observation or reason, 
theory or application, is mistaken.” Is that really so? 
Have the economists closed their ranks and stand united to 
defend themselves against the on-slaughts of the public? 
Have the vai.ous schools of thought on the method been 
liquidated and a compromise struck between them? So far 
as lip service to the principle of combination of observation 
and reason, theory and facts goes this may be true; in 
practice economists are more sharply divided and more loud 
in disclaiming one or the other method at the present time 
than they were ever before. We stand on cross-roads to¬ 
day. A subject in the treatment of which a new departure 
is so often made and so loudly proclaimed by even the 
specialists is naturally looked upon with suspicion from the 
outsiders. And that is exactly the point w'here we have 
reached on account of our internal controversies ... We call 
it internal controversies because to call them by any other 
name as suggested by Prof. W. H. Hutt,“ would simply be 
closing our eyes to our weakness, not removing it. 


' Economic Journal, June, 1938, p. 183. 

- W. H. Hutt, Economist and The Public. 
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The literature on economics is being poured out at a 
tremendous rale at the present time. This touches almost 
every problem. Nothing is being neglected, theory or 
practical problems—and the study of various problems is 
proceeding at a breakneck speed and yet there is very litle 
development of the science itself. Take up any journal 
or a current publication on economics and you shall find 
more of criticism of one or the other economist in it than 
real contribution to knowledge. The theorist condemns the 
empiricist for collection of statistical data and trying to 
infer conclusions from it, for it cannot yield anything but 
blind intuitions”; the empiricist turns the tables on the 
theorist by saying that nothing real can come out of un¬ 
reality. The hypotheses of the theorist are vehemently 
criticised and theory based on unreal abstractions is labelled 
to be inapplicable to the world of facts. Both are guilty of 
acts of omission; none can be charged with the act of 
commission. The lack of the co-operation between the two 
is responsible for all this controversy for each of them 
emphasises one aspect of the investigation without taking 
cognisance of the other; each of them shuts his eyes to the 
merits of the other in his zeal to proclaim his own method. 
Economists, in short, therefore, are working along two 
separate lines; each one of them, though quite useful in its 
place, is incapable of yielding so accurate results that a 
union of the two would. 

And what is all this controversy about? Are there 
really two different methods of study? Do they really 
differ so much in nature as they are made out to be? Is 
observation denied to an investigator who handles deductive 
method for investigation, or analysis, comparison, hypothesis 
and prophecy denied to an empiricist? A careful analysis 
of the two methods and of the various steps that each 
consists of, will show that it is not really so. The distinc¬ 
tion between induction and deduction is based on the 
relative part played by observation and reasoning in each of 
them rather than the inclusion of one or the exclusion of the 
other. The deductive method which starts with certain 
hypotheses, proceeds to draw conclusions from them which 
in the end are verified and confirmed by an appeal to actual 
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facts of life. Deductive method is not wholly deductive; 
observation plays a very important part. The hypotheses 
cannot be arbitrarily chosen; they must be selected by a 
careful observation of the facts of life. We could not 
substitute the hypothesis of monoply, as has been suggested 
by Prof. Robinson, for the hypothesis of free competition 
because the latter ivS more near to facts of life. Nor could 
we replace the assumption of self-interest ” by ‘‘ self-less 
motives.’’ That will be closing our eyes to the world of 
reality. Deductive economics, therefore, obtains its ultimate 
premises from observation: an introspective survey of those 
forces by which men are mainly influenced in their economic 
activity is of fundamental importance, for nothing but 
unreality can come out of economics till we know when and 
how far its assertions are true in matter of fact and when 
and how far they are not.”^ Not only this, the conclusions 
arrived at deductively must be verified and confirmed by 
the facts of economic life. Without this confirmation and 
verification, deduction will be dead as an apparatus for 
building economic truths of general validity and the 
structure of the whole of economics will crumble down like 
a house of cards, as a subject of any use in practical life. 
Further the assumptions underlying deductive analysis have 
no permanency about them; they have to be varied at every 
step, their validity to the conditions of each period and each 
community tested before conclusions can be drawn of 
general validity from them. All this cannot be done with¬ 
out a constant appeal to observation of facts of life. 
Deduction, for the matter of fact political economy, must 
begin and end with observation. 

And the same is true of induction. It is the mistaken 
notions of the nature of the inductive method in the minds 
of both its champions and its opponents that have given rise 
to much of the criticism. Prof. Keynes, for instanC/C, 
defines inductive method as thus:—“By the method of 
specific experience is here meant the method that passes 
slowly from particulars to axiomata media, and thence to 
the highest generalisations withx)ut ever reiyersinp the order/* 


^ Bagehot. Economic Studies, p. 71, 

F. If) 
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(Italics mine.) The definition is apt to convey the wrong 
impression that introspection, verification or search for 
‘‘ disturbing cause,” if the conclusions arrived at inductively 
do not correspond to the actual facts, is denied to inductive 
procedure. The truth is, however, far from it. Like the 
deductive method, inductive method also consists of three 
steps; (1) Collection of data which in this case would be 
concrete facts and not hypotheses, (2) Analysis, comparison 
and examination of data with a view to drawing inferences 
of economic importance and (3) the testing, verification and 
confirmation of those generalisations by an appeal to the 
facts of life. And if there is found to be a disagreement 
between the facts and the generalisations reached, the 
investigator has to go over the whole ground again in order 
to find the ‘‘ disturbing cause ” and in this process he will 
have to reverse the order.” Thus the empirical method 
in its complete form does not claim independence of reason¬ 
ing and logic. Facts by themselves cannot speak. 
“ The piling up of undigested information, the compiling 
of vast statistical tables and detailed recording of events in 
time, without a proper comparison of the tables to suggest 
causes and hypotheses and to make prophecies would simply 
lead economists to illusion.” Induction without deduction 
shall be barren; deduction without induction sterile. 
Goethe was responsible for that immortal phrase. ‘‘ The 
greatest thing would be to realise that everything factual 
implies a statement of theory ” but while fully realising the 
truth behind the phrase, we have not been able to put it into 
practice. - A happy union of the two can solve our problems; 
the unfortunate divorce hitherto practised between the two 
cannot but lead to the ruin of the main theory of economics 
that has been built up so laboriously. 

So far all conscientious thinkers would most probably 
agree, but that is not the solution of the whole problem, for 
there still remains the controversial question to answer as to 
what should be the relative parts of induction and deduction 
in economic thinking, if they are necessarily to be combined? 
Fog of controversy once again stares us in the face and we 
must find a way out of it. Should the premises of our 
investigation be concrete as far as possible or should we 
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continue to fall back on the hated assumption and seek the 
help of induction only as far as the confirmation of the 
conclusions is concerned? There is a hitch, but the difficulty 
is not insurmountable. It all depends upon the nature of 
the problem under investigation. In a comparatively simple 
problem where diverse influences do not appear and statistical 
or other concrete data can be easily collected to serve as 
premises for investigation, induction has a leading role. 
Laws like the Greshma’s Law, Engles’ Laws, Law of Dimi¬ 
nishing Returns can and are built up inductively. In every 
proposition purporting to relate to succession of events, it 
must be possible to point to empirical evidence and draw 
conclusions therefrom. In the theory of rent, wages, interest 
and other problems of complex nature deduction must play 
a prominent part. Deduction is a device for simplifying 
matters for the time being with a view to studying at first 
the working of a set of conditions under simple conditions, 
proceeding to more complex conditions gradually, until the 
stage is reached where the assumptions correspond to the 
complexities of life. Thus it shall be absurd to rely on 
historical or other concrete data for the solution of very 
complex problems of economic life in which many agencies 
of corresponding and conflicting nature are at work. Some 
amount of abstraction will be absolutely necessary, though 
it shall not be needed in the problems of simple nature, 
where we can at the very outset begin with actual conditions 
rather than have abstractions first and then gradually bring 
the abstractions nearer to reality. That would be out¬ 
doing the whole job. 

Those who strike at the very root of the empirical 
studies by saying that experiment is not possible and 
statistical material cannot be used for “ plurality of causes ” 
and “ intermixture of effects ” are to be reminded that they 
are living in an oblivious state and are shutting their eyes 
to tlie developments in the modem society. That experiment 
on any large scale is not possible in social sciences cannot 
be denied by anyone, but that there is some scope for it 
under modem conditions by means of tentative legislation 
may also be admitted. Have not recently the various 
congress provincial governments tried to gauge the economic 
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effects of prohibition, by experimental legislation? Is not 
the principle of discriminating protection which has been 
adopted by India an experiment into the effects of protec¬ 
tion? Can we not test the relative merits of bounties and 
protective tariff by experiment and was it not done by the 
Indian government in the case of protection to iron industry? 
Experiment can be again employed for illustration as in the 
case of Diminishing Returns or Diminishing Utility, As 
regards the second point of criticism,—the paucity of 
accurate statistical material,—opponents of the empirical 
method are even on much weaker grounds. The great out¬ 
put of statistical material by government departments, 
commercial bodies and academic societies has revolutionised 
the whole outlook of economic research. Concrete facts in 
statistical forms are available on almost every problem of 
e^conomic importance and we are no more handicapped by 
their paucity as the classical economists were. If so much 
data in such a presentable form were present in the days of 
classical economists, they would have certainly made use of 
it. They would not have adopted the same conservative 
attitude towards this method that they did adopt. There 
has been a great development in the statistical science of 
late and it shall be a stupidity not to make as much use of 
it for building economic truths as we possibly can. 

On the other hand, those who attack theorists on the 
ground of their hypothetical assumptions and the unreality 
of their conclusions should remember that deduction has 
some notable achievements to its credit and it shall be a high 
absurdity to deny it its legitimate place in economic theory. 
The great work of classification, not achieved without much 
toil and the insight of genius, is an achievement of the 
theorist and is likely to prove a valuable and indeed 
indispensable tool for further investigation and the 
empiricist, however radical, is likely to flounder if he is 
unable to use it. Again the laws of Demand, Supply and 
Price could not be established by statistics alone and some 
amount of abstraction is necessary. The great body of 
economic theory has undoubtedly been built with the 
deductive method and we cannot decry its use in economics, 
though exclusive reliance on it or refusal to draw upon 
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observation for all help that it can give, shall be dangerous 
to the validity of economic lav^s. 

Which of the two methods can be relied upon more 
for the future development of our science? Here, again, 
one meets with the same controversy: On the one hand are 
those who regard that clues are most likely to be obtained 
by a diligent scrutiny and arrangement of the statistical data. 
On the other hand, are those who claim that a careful 
scrutiny of the theory will reveal certain gaps which will 
afford certain clues for the lines of further investigation. 
Scrutiny of the existing body of doctrine by itself cannot 
suggest anything. The clues shall be provided by an 
examination of the existing theory in the light of the vast 
statistical data made available to us at the present time and 
for further development of the subject we may place more 
reliance now on statistics and empirical studies than has 
hitherto been done. The vast increase in the statistical data 
has enhanced the importance of empirical studies in eco¬ 
nomics and, for the future, induction must have more 
important role than deduction in economics. 

There is a further point in this connection raised by 
Prof. Uurbin in his article referred to in the beginning. 
He advocates not only co-operation between the various 
schools of economists but also between the students of 
various social sciences for ‘‘ Co-operative Research ” and 
the main ground of hivS contention is that every social 
question has various social aspects and to study one aspect 
exclusively will nol be so much fruitful as studying all 
together; that is, in a mild form, striking at the very root 
of the classification into various special studies of that big 
science Sociology. The conclusions of the economist should 
nol be allowed to be influenced by non-economic social 
considerations. We recognise the importance of co¬ 
operation amongst economists but it shall be over using 
Co-operation ” to use it for study of special questions by 
teams of specialists of every subject. The economist’s work 
is to show the path, to give the light and utter an important 
word in the solution of economic problems, but not the final 
word. Let the material and suggestions given by him be 
taken up by the statesman who has an opportunity of obtain- 
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ing the advice from the specialists of other social sciences 
as well. Let not the specialists of various sciences work 
together, because they are liable to be influenced by each 
other and the scientific nature of the conclusions will become 
of doubtful value from the point of view of every science. 
That will lead not to the development of any science but to 
(he ruin of all. 



INTERPERSONAL COMPARISONS OF UTILITY 


BY 

B. P. Adarkar. 

I 

The hedonistic principle, which has dominated the 
classical economic thought for nearly two centuries, has 
recently come in for much severe criticism. Classical eco¬ 
nomists have been attacked for making the fundamental 
selfishness of man the corner-stone of their philosophy,” for 
mixing up psychological with ethical hedonism and for 
carrying their assumption of egoism lo an extreme. In 
spite of early methodological criticisms, the torch-bearers 
of the classical tradition, like Mill, Jevons, Edgeworth and 
Pantaleoni continued to believe in hedonism as the basis of 
abstract analysis, while J. N. Keynes, Marshall and several 
recent authors, though they modified the doctrine so as to 
conform to realism, have held it to be an essential assump¬ 
tion. Recently, however, there has been much heart¬ 
searching, and first Davenport and Wicksteed and later 
Professor Robbins have sought to eliminate it altogether 
from all serious economic analysis.^ Professor Robbins, in 
particular, has subjected the ramifications of hedonism to 
severe castigation. In this paper, I am not concerned with 
the hedonistic calculus as a whole, but only with that 
part of it which deals with interpersonal comparisons of 
utility and which has been the basis of modern welfare 
economics. There has been a considerable rehashing of 
this subject recently in current economic literature,^ which 

'Davenport, Value and Distrihulion: Wicksteed, Common 
Sense of Political Economy: Robbins. Nature and Significance of 
Economic Science, 

^ Reference may be made here to \he following: Barbara 
Wootton^ IjimeM for Economics, pp. 19.H--210; F. C. Benhantj 
“The Concept of Economic Welfare.’" in Economica, June. 
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suggests that unless it is, once for all, threshed out and 
either thrown into the dustbin or completely re-established, 
ihe methodology of economics is likely to remain crippled 
and inoperative in one of its most important branches, viz.^ 
economic policy. 


II 

The assumption of interpersonal comparability of 
utility, i.e., the assumption of the average equality of enjoy¬ 
ment-capacity, underlies welfare economics in all its 
branches, a major part of theory of Public Finance, the 
applied aspects of the theory of Distribution, parts of the 
theory of Fiscal Policy and is, of course, the major premise 
of Socialism. The theory of transferences, the theory of 
least aggregate (or even equal and equi-proportional 
sacrifi(!e), the very basis of progressive taxation, are all 
rendered nugatory, if the assumption is shown to be 
fallacious, unscientific and invalid. As Mr. Harrod points 
out, “ If the incomparability of utility is strictly pressed, 
not only are the prescriptions of the welfare school ruled out 
but all prescriptions whatever. The economist as an adviser 
is completely stultified, and, unless his speculations be 
regarded as of paramount aesthetic value, he had better be 


1930; R. F. Harrod, “Scope and Method of Fxonomics,” in Eco¬ 
nomic Journal, September, 1938, pp. 383 ff.; L. Robbins, “ Inter¬ 
personal Comparisons of Utility,” ihid, December, 1938, pp. 635 ff.; 
N. Kaldor, “ Welfare Propositions in Economics,” ibid, September, 
1939, pp. 5^9 ff.; L. G. Melville, “Economic Welfare,” ihid, 
pp. 552-53. Incidental reference may also be made to Fisher, 
Economic Essays in Honour of John Bates Clark, pp. 180 ff,; 
Edgeworth, “ Pure Theory of Taxation,” in Papers Relating to 
Political Economy, Vol. II, pp. 100 ff.: Cannan, The Economic 
Outlook, pp. 59—62; Pigou, A Study in Public Finance, pp. 110— 
13 et passim; also his Economics of JEelf are, p. 89 et seq,: 
Wicksell, I^ectures on Political Economy, pp. 29-30; Marshall, 
Principles, p. 171 et passim: and Sidirwick, Elements of Politics, 
p. 583. In my Principles and Problems of Federal Finance, 
pp. 190—94, I have had an ocf^sion to answer some of the argu¬ 
ments of Professor Robbins, Inft in view of the recent methodo¬ 
logical discussion, I propose to consider the whole fpiestion more 
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suppressed completely.”® In his Nature and Significance of 
Economic Science^ Professor Robbins, with iconoclastic 
fury, stated, Indeed, all that part of the theory of Public 
Finance, which deals with Social Utility, goes by the 
board.”^ This matter is, therefore, of the highest import¬ 
ance to the future development of economic science and 
policy. 

The gist of the matter may be briefly stated.® The 
law of Diminishing Marginal Utilities asserts that the more 
of a thing a man has the less does he value each successive 
unit of it. From this it follows that the marginal utility 
of money to a man would be less if he had more of it than 
if he had less. Therefore, assuming average equality of 
human behaviour, the marginal utility to a rich man of his 
income is less than the marginal utility to a poor man of his. 
Consequently, even on the basis of the theory of scarce means 
and alternative uses, utilities in the aggregate (i.e., social 
utility) would be maximised if transfers were made from 
the rich to the poor on a scale compatible with preserving 
their combined incomes intact. This, in brief, is the 
substance of the positive proposition. It is the contention 
of the critics, however, that the assumption of the average 
equality of human behaviour, whether true or false, can 
never be verified by observation or introspection.” ‘‘The 
proposition we are examining,” says Professor Robbins, 
“ begs the great metaphysical question of the scientific 
comparability of different individual experiences.” 
Professor Robbins proceeds to show that if there arose a 
difference of opinion as to the order of preferences which 
A has about two alternative ways of spending a unit of 
income, we can settle our differences either by asking A to 
tell us himself or, if we did not believe in what he says, 
“ we could expose him to the stimuli in ttuestion and observe 
his behaviour.” We cannot, however, do the same to .settle 
a difference of opinion as to whether A derived a greater 

» Op. cit.. p. 397. 

<P. 125. 

® I have repeated this portion from my Federal Finance, 
pp. 191-92. 

F. 
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marginal satisfaction from an income of £1,000 than B 
derived from an income of £2,000. Therefore, the assump¬ 
tion on which we have built is not a “ scientific ” one. 
“ Interesting as a development of an ethical postulate, it is 
entirely foreign to the assumptions of scientific economics 
. . . . The Law of Diminishing Marginal Utility does not 
justify the inference that transferences from the rich to the 
poor will increase total satisfaction .... And suppose that, 
proceeding on this basis, we had succeeded in showing that 
certain policies had the effect of increasing Social Utility, 
even so it would be totally illegitimate to argue that such a 
conclusion by itself warranted the inference that these 
policies ought to be carried out.”” (Professor Robbins's 
italics.) 

More recently, Professor Robbins has justified his 
views by stating his position less virulently. He is ready 
to believe that “ political calculations which do not treat 
them (men) as if they were equal are morally revolting,” 
and that ” as a first approximation in handling questions 
relating to the lives and actions of large masses of people, 
the approach .... is less likely to lead one astray than any 
of the absolute systems.” But, he proceeds, “ To recognise 
the claims of science in fields where scientific method was 
applicable was one thing; to attempt to claim scientific 
sanction for judgments of questions not capable of scientific 
proof was another.” And, further, “ It was not possible to 
say that economic science showed that free trade was justi¬ 
fiable, that inequality should be mitigated, that the income- 
tax should be graduated, and so forth. I attached high 
importance to these propositions; and the realisation that I 
could not claim for them scientific justification was profound¬ 
ly antipathetic .... I confess I was very surprised when 
I found myself held up as advocating for economists the 
impossible and sterile virtue of never attempting to apply 
their conclusions.” Finally, “ Nevertheless, to those of my 
friends who think differently, I would urge that in practice 
our difference is not very important . ... It is fitting that 
such assumptions should be made and their implications 

® Cf. Nature and Significance of Economic Science, pp. 120 ff, 
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explored with the aid of the economist’s technique.^ Our 
dispute relates to definitions and to logical status and not to 
our obligations as human beings.”** It would appear from 
this partial modification that at least so far as practice goes, 
the “ social utility ” part of Public Finance, which had 
gone “ by the board ” is now re-instated.“ Professor 
Robbins’s main contention now appears to be that economists 
do not realise ” the exact connection between the normative 
and the positive,” between is and ought, and that they forget 
to qualify each statement separately by the clause, “ if 
equal capacity for satisfaction on the part of the economic 
subjects be assumed.” 


Ill 

We shall, therefore, consider the various points raised 
by Professor Robbins, viz., (1) that the assumption in 
question is false, unscientific and question-begging, (2) that 
no normative statement, even when clearly qualified by the 
assumption in question, can be called ” scientific,” and 
(3) that even, if on other grounds we concede the desirability 
of making the assumption, welfare economists do not see the 
wood for the trees in that they fail to keep apart the 
normative and the positive parts of economics and to preface 
their I’emarks by a specific repetition of the assumption 
every time. 

Firstly, then, as regards the ” scientific ” nature of the 
assumption or of statements based upon it. One cannot 
help feeling that Professor Robbins is somewhat overdoing 
this “ scientific ” stuff, and one implicitly agrees with 
Mr. Harrod that “ the objection would be very weighty if 
economics itself were a mature and exact science,” when, 
” in fact, its achievements outside a limited field are so beset 
on every side by matters which only admit of conjecture that 
it is possibly rather ridiculous for an economist to take such 

Italics mine. 

* Cf. Economic journal, December, 1938, pp. 635—641. 

In this respect, I feel sure. Professor Robbins’s intuition has 
run ahead of his logic. 
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a high 11116.”*“ Scores of such assumption are made parti¬ 
cularly in the applied aspects of economics for want of 
measurement or verification, without the reasoning being 
immediately classed as unscientific. The assumption, for 
instance, which, contrary to Buddha and Diogenes, forms 
the very essence of economics, that the increasing satisfac¬ 
tion of increasing wants is a desirable thing, the assumption 
of “ no idle resources ” which is so dear to free-traders, the 
assumption which seeks to maximise aggregate social instead 
of aggregate private good, the assumption of perfect com¬ 
petition and many more, are not always either true or 
capable of proof, but on that ground we do not throw such 
speculations overboard. On the contrary, many of us, 
including Professor Robbins, adhere to several of them and 
admire the precision and insight of statements emerging 
from them. That, without such assumptions, economic 
science would succumb to paralysis is plain enough, but it 
would be better if economists also admitted that economic 
sfteculations of different types admitted of different degrees 
of scientific accuracy'. Thus, the division [pace Wicksell)** 
of economics into (a) pure economics, comprising statements 
of economic laws, {h) applied economics, comprising the 
aiiplication of these laws to various fields of activity in the 
concrete economic life of society, and (c) social economics, 
distnissing how the laws should properly be applied in order 
to obtain the greatest possible social gain and what changes 
in the existing economic and legal structure of society are 
necessary to this end,—such a division would suggest that 
we should accept what may be called a “ gradation of 
accuracy.” I submit, therefore, that even assuming that 
Professor Robbins’s criticism is wholly correct, the degree 
of precision and scientificness expected of social economics 
must, by the very nature of the case, be somewhat low. 
The “ high line ” of Professor Robbins, thus, is more suit- 

Mr. Harrod quotes Aristotle (Ethica Nicomachea ): “ For 
an educated person should expect to obtain precision in each 
branch of study to the etrtent which its nature permits.” Cf. my 
Federal Finance, p. 192. 

Op. cU., p. 5. 
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able lo pure ” as distinct from applied ” and social ” 
economics; for in the case of the latter, there are so many 
conjectural matters that definite assertion with scientific 
precision is an impossibility. This difficulty, it must be 
admitted, is inherent in most social sciences in which one 
cannot be a stickler for absolute scientific accuracy. 

However, we may understand “ scientificness ” in a 
somewhat broader sense, which has been admitted by 
Professor Robbins himself in another context. “ Scientific 
generalisations,” he observes, "" if they are to pretend to the 
status of laws must be capable of being exactly stated. That 
does not mean that they must be capable of quantitative 
exactitude. We do not need to give numerical values to the 
law of demand to be in a position to use it for deducing 
important consequences. But we do need to state it in such 
a way as to make it relate to formal relations which are 
capable of being conceived (my italics) exactly.”*' Can 
we not speak of the assumption of equality of enjoyment- 
capacity as being scientific in this sense? Lastly, is it not 
a scientific assumption in the sense of being a legitimate 
assumption essentially? 


IV 

First of all, there is what may be called the common- 
sense approach to the question. As Professor Irving Fisher 
jmls it, “ Philosophic doubt is right and proper, but the 
problems of life cannot and do not wail.”*** Similarly, 
Professor Pigou explicitly states: ‘‘ But since it is impossible 

Nature and Significance of Economic Science, pj). 65-66. 

Op, cit,y p. 180. Professor Robbins’s tame answer (cf. 
lus book, p. ]26) is: ‘‘It does not seem to me that the problem 
of measuring marginal utility as between individuals is a parti¬ 
cularly pressing problem.” This, indeed, is a matter of opinion, 
hut redistribution of wealth is a pressing problem, ” and if its 
theoretical solution is being held up by a single factor like the 
interpersonal comparison of utility, that too becomes a ‘‘ pressing 
problem ” in its turn. In anv case. Professor Fisher does not 
here clym any scientific status of a law for the assumption, but 
like Professor Robbins himself (in his article, sup, cit,) would 
accept the assumption as a practical necessity. 
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(sic) in practice to lake account of variations between 
different people’s capacities for enjoyment, this considera¬ 
tion must be ignored, and the assumption made^ for want 
a better (my italics), that temperamentally all taxpayers are 
alike. On that assumption, the procedure .... is what 
the canon of equi-marginal sacrifice dictates.”^^ Mrs. 
Barbara Wootton, with her characteristic vigour, but 
somewhat desperately, declares: On this point, I would 
myself boldly assume that the verdict of common sense is 
plain enough—in favour of the higher satisfaction-giving 
power of the poor man’s shilling, though admittedly the 
thing cannot be proved,” and again, for my pari, when I 
review the evidence of under-nourishment, miserable housing 
and lack of the amenities of civilised living generally, 
alongside of sybaritic luxury, which obtrude themselves 
upon the notice of any casual observer in any great city of 
the most of Europe and America, I find it difficult to convince 
myself that we really could not, if we cared to try, distribute 
our resources in a way which would give greater aggregate 
satisfaction than this.’’^'^' 

This intuitive or common-sense approach to the problem 
is not so frivolous as Professor Robbins imagines. It is based 
upon certain ‘‘ observations and introspections.” We have al¬ 
ready seen that in regard to interpersonal comparisons of 
utility some assumption or other has necessarily to be made; 
otherwise economic policy becomes paralysed. The need 
for an assumption is urgent and far more ‘‘ pressing ” than 
sticklers for scientific accuracy are prepared to concede.^® 
Ex definitione, an asvsumption implies the lack of proof. If 
definite proof were available, for example, of equality of 

^ * Op. cit.. j), 76. It may l»e noted limt Pigou not only clearly 
slates Ins assumplion hut also challenges the production of a 
better one. 

c/V., pp. 192-93, 210-11. Mr, Harrod also appeals to 
intuition when he ridicules the idea that wc cannot decide whether 
two pence have more utility to a millionaire or a beggar (ioc. cit.^ 
p. 396). 

In his article (^sup. ciL) Professor Robbins indirectly agrees 
that such assumptions should be made and intuitively accepts the 
present one. 
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enjoyment-capacity, based upon measurement, no one would 
be so silly as to go on relying on a mere assumption. In 
effect, therefore. Professor Robbins is merely stressing the 
obvious, viz., the fact that the assumption is an assumption 
and not a fact. I submit that the only question that must be 
decided under the circumstances is not whether an assump¬ 
tion should or should not be made, but whether the parti¬ 
cular assumption made is one that is logically legitimate 
(not accurate, for the demand for accuracy, ex definitione, 
begs the question). Whether an assumption is legitimate 
or not, i.e., whether or not it relates to relationships 
which, to use Professor Robbins’s own language, are 
“ capable of being conceived exactly,” is, therefore, the 
main question to be investigated. Let us proceed step by 
step. Firstly, then, an assumption as regards interpersonal 
comparison of utility (in so far as such a comparison is 
conceivable not demonstrable) can be made in either of 
three forms: (1) that there is complete equality of enjoy¬ 
ment-capacity as between one person and another, (2) that 
there is some small measure of inequality, and (3) that the 
measure of inequality is very great. In the last two cases, 
the measure of dispersion from the mean of individual 
measurements must be conceivably ascertainable. It is not 
possible to think of a fourth possible assumption. 

No one has ever made the first of the above three 
possible assumptions in social or welfare economics. The 
ordinary assumption made has been the second one of 
“ average equality of human behaviour,” which obviously 
implies that the measure of dispersion is small in relation 
to the mean calculated. The whole mass of evidence in the 
measurable part of human life points towards conclusions 
favourable to this assumption. One of the principal tests 
of any scientific assumption is whether or not it is prima 
facie credible. A contrary assumption of widely divergent 
inequality does not satisfy this test of prime facie credibi¬ 
lity by being contrary to other experiences and observations 
that are at present measurable. Logically, then, in view of 
the other measurable data, like height, weight, etc., relating 
to human beings, the least objectionable assumption would 
be thqt of the average equality of human behaviour. Logi- 
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cally, again, those who assert that such an assumption is 
“ incorrect ” must themselves prove that human behaviour 
is extremely unequal. In brief, the onus of proof as 
regards measurement, etc., lies on those who deny and not 
on those who assert. Merely to say that such an assumption 
cannot be granted by pointing out a recognised difficulty 
(which is common to both sides) by saying that “ there is 
no means of testing the magnitude of A’s satisfactions as 
compared to B’s ” cannot by itself constitute such a disproof 
but only a denial.’” 


V 

However, there is another line of attack which gives an 
irrefutable answer to the cavillers of social economics who 
might choose the third alternative assumption stated above, 
viz., that of extreme inequality of enjoyment-capacity. It 
is this alternative which Professor Robbins has in mind 
when he tells us the story from Sir Henry Maine’s writings 
—of how an Indian official, who attempted to explain 
Benthamism to a high-caste Brahmin was told by the latter 
that that could not be possibly right, because “ I am ten 
times as capable of happiness as that untouchable over 
there.” 

A. Let us see more closely what stuff this enjoyment- 
capacity is made of. By “ introspection and observation ” 
we can see that enjoyment-capacity clearly depends upon 
(o) physical and mental energy or efficiency and {b) the 
tempo of life. When a man directs his fund of physical 
and mental energy towards the enjoyment of various 
material, intellectual or aesthetic data, he can use up that 
energy either quickly or slowly, so that there are two factors 
in the enjoyment equation, viz., energy and tempo. Whether 
a particular enjoyment is keen or otherwise will depend 
upon these two factors. Now the factor of the tempo is not 

’’Cf. my Federal Finance, pp. 193-94. Mr. Harrod Hoc. cit., 
p. 397) similarly throws the onus of proof on those who deny by stat- 
ing that the postulate of equality is subject to the proviso “ unless 
the contrary can be shown.” 
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likely to lead to inequality so long as there is freedom to the 
individual to increase or reduce it as he pleases. In brief, 
that is a common factor. As regards the other factor, that 
of physical and mental energy or efficiency, clearly any 
conceivable subjective (or objective) inequality can be due 
to a combination of certain variable and invariable elements 
of human life; in other words, the inequality may be either 
(1) original, or (2) acquired. Original inequality may 
arise from racial, hereditary and eugenical factors. For 
example, the good physique of a man, which enables him 
to take a keen interest in his daily enjoyments, may be due 
to race, parentage or scientific upbringing. Here, again, 
purely racial elements must be distinguished from wise 
parenthood and scientific upbringing, in so far as the 
artificial factor of a higher standard of life, itself implying 
better nutrition and education of parents, etc., affects the 
inborn efficiency of any particular person. Acquired in¬ 
equality, on the other hand, must be due to purely artificial 
factors^ factors which have themselves arisen from in¬ 
equality of distribution of wealth, of privilege, of oppor¬ 
tunity, of custom and laws. 

B. In an enquiry like the present one, acquired 
inequality due to artificial factors must plainly be ignored, 
nay even, corrected; and, in so far as, in the economic field, 
they have arisen from distributional differences, they have 
no excuse to complicate our task or to stand in the way of 
the political reformer. Psychological and physical differ¬ 
ences, which are generated by the fact itself of inequality 
of wealth, opportunity and privilege, are self-perpetuat¬ 
ing.^® It will be illogical to put these up as arguments 
against equalitarian reform. I am sure, by any postulate 
of interpersonal comparison, whether of Bentham, St. Paul, 
Hitler, Maine’s Brahmin or Professor Robbins, acquired 
inequality can and must be got rid of, if the equi-marginal 
principle, which underlies the notion of scarce means and 
alternative ends, is to be vindicated. It goes without saying 
that Maine’s Brahmin, who is so much capitalised by 
Professor Robbins in this connection owed his vaunted 
superiority of enjoyment-capacity to centuries of privilege, 

^®Cf. my Federal Finance^ p. 193f 
P. 17 
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implying higher education, intelligent upbringing and better 
environment, which was constantly denied to the untoufeh- 
able in the story. It is extremely doubtful if the Brahmin 
would have retained his superiority if he and his forefathers 
had been deprived of this privilege. There is little in that 
story which should have revolutionised Professor Robbins’s 
attitude towards welfare economics;^® if anything, it should 
have suggested that economic equalisation is only a partial 
remedy for a deep-rooted malady which may necessitate 
more drastic and more thorough-going social reform destroy¬ 
ing privilege of every kind, whether arising from economic 
or non-economic sources.^® 

C. Having disposed of acquired inequality of enjoy¬ 
ment-capacity as being due purely to artificial factors and 
as being in a very large measure responsible for the vaunted 
superiority of most persons belonging to the richer classes, 
we now turn to ‘‘ original ” inequality. Original inequality 
of enjoyment-capacity of any particular individual may be 
due to racial, hereditary, eugenic or accidental factors. In 
so far as wise parenthood, scientific upbringing or the higher 
standard of life of the parents or some such artificial thing 
has gone into the making of a superior individual, the 
superiority is clearly extraneous from the individual point 
of view and though it is original for him, it is acquired so 


We may recall Professor Robbins’s word; ‘‘ I am not clear 
how the doubts first suggested themselves; but I well remember how 
they were brought to a head by my reading .,. the story (of Maine’s 
Brahmin) ... This lead me to a re-examination of the propositions 
of the text-books.” (Article, sup. cii., p. 636.) 

20 Wicksell, while discussing the facts (1 that the same thing 
may possess different degrees of utility for different persons, and 
(2) that it may even have quite different degrees of utility for one 
and the same person under different conditions, states that the 
“ determining condition ” in this connection, in an advanced 
economy, is clearly ‘^the possession or accessibility of a certain 
quantity of the medium of exchange (i.e., money).” Wicksell’s 
proposition, that inequality of enjoyment-capacity (as between 
different persons or for the same person at different times) was 
largely acquired through inequality of yfe^kh^ is an interesting 
corroboration of my analysis, 
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far as society is concerned* This consideration considerably 
narrows down the scope of the essentially original superior¬ 
ity to race-quality and accident only. Now if we divide 
men into three groups, say, of super-normal, normal and 
sub-normal men: the first comprising men like Hitler, 
Bernard Shaw, St. Paul and so on, the second the generality 
of human beings (necessarily the largest class), and the third 
comprising imbeciles, lunatics, etc., we shall have 
immediately to admit that this classification does not 
necessarily coincide with the rich-and-poor classification. 
On the contrary, more supermen are bom among the poor 
than among the rich (the poor being of numerically over¬ 
whelming importance). In any case the two classifications 
are on two different planes altogether. There is, in other 
words, no reason to suppose that the original superiority of 
enjoyment-capacity is God’s own gift to the rich and the 
rich alone. In statistical language, the diffusion of purely 
original superiority is likely to be quite even as between 
random samples taken from an enormous population.^^ 
Even if the coefficient of dispersion is very large (i.e., 
inequality of enjoyment-capacity is very great), so long as 
it is the same as between different income-classes (and there 
is no reason why it should not be), welfare economics stands 
vindicated, for welfare economics deals with classes (chosen 
according to incomes, i.e., at random so far as the character¬ 
istic of enjoyment-capacity is concerned) and not with 
individuals. 

D. There is one more aspect of this matter which has 
been ignored by those who think of enjoyment-capacity as 

Cf. L. G. Melville {op, cit.^ p. 553), who rightly says that 
“ there is good reason to expect that the same kind of distribution 
of capacity to enjoy expenditure would be found in any two 
groups selected at random,” and that “ for all practical purposes, 
groups selected by differences in income are selected at random, 
so far as this characteristic is concerned.” His further point, 
however, that “ it is true that as an individual grows richer, 
experience and education may improve his innate capacity for 
enjoyment, but observation and introspection allow us to assume 
that this improvement is not sufficient to prevent the marginal 
utility of money from falling,” is unnecessary and contrary to 
experience also. 
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a given and unalterable quantity. It is an establi^ed fact 
that just as the keenness of hunger depends upon physical 
metabolism and work in fresh air, similarly the capacity to 
enjoy, in general, depends upon constant physical and 
mental activity amidst healthy surroundings. It is an 
observed fact that too much wealth is capable of reducing 
the capacity to enjoy, especially when excesses and vices 
invade the existence of rich men and women, and what 
Mrs. Barbara Wootton describes as “ sybaritic luxury ” 
turns virile people into imbeciles and nincompoops. In this 
respect, one has only to direct attention to the jaded existence 
of most millionaire families, in whose case far from there 
being any marked capacity to enjoy, the possibilities of the 
delights arising from an active, healthy and full life, the 
abounding happiness due to “ mens sana in corpore sano ” 
are drowned in debasing revelries. By what token, can we 
assert that the enjoyment-capacities of such people are of a 
psychologically higher order, when the very faculties which 
should be responsible for such enjoyment-capacities are 
seldom intact or well-developed? Too much wealth not 
only destroys the chances of “ acquired ” qualities, but more 
often than not spoils the “ original ” enjoyment-capacity 
with acquired physical emd mental deficiencies. On the 
other hand, whatever the “ original ” capacity of the poor, 
it is, no doubt, often cribbed, cabined and confined by the 
restrictive effects of chill penury, and full many a gem of 
purest ray serene blushes unseen and uncared-for. In the 
case of the poor also, therefore, “ acquired ” deficiencies 
destroy a large portion of their “ original ” capacities. If 
they are given a full chance to develop and if, in addition, 
acquired capacities are made available to them through the 
agencies of welfare economics, this itself becomes the biggest 
argument in favour of welfare economics. It is, indeed, 
remarkable that the same measure of wealth transfer at once 
improves the enjoyment-capacities of the rich as well as the 
poor.®® It is a constant habit of economists that they think 

To avoid possible misunderstanding, I should like to reiter¬ 
ate that here no reliance is placed on ethical argument or on any 
objective measurement of capacities. In so far as measurement is 
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of redistribution of wealth as merely bringing about a 
maximisation of utilities and they are apt to forget that 
redistribution is also capable of affecting the enjoyment- 
capacities themselves. If transfers take place from the rich 
to the poor there is a general improvement in the society’s 
sum-total of enjoyment-capacity/^^ Ibis is an important 
truth which the cavillers of welfare economics, in particular, 
conveniently forget, and which explodes for ever the myth 
of a permanent superiority of enjoyment-capacity of the 
rich over the poor. 

We may, therefore, briefly summarise the conclusions 
of this section: 

(?) Enjoyment-capacity depends upon physical and mental 
efficiency and the tempo of life. 

(ii) Inequality of enjoyment-capacity may be either 
“ original ” or “ acquired.” 

(Hi) “ Acquired ” inequality must not only be ignored but 
corrected by economic policy and by suitable changes 
in the laws of property and privilege. 

(iv) Even if we admit the existence of “ original ” inequality, 

there is no reason to suppose that its diffusion is 
necessarily according to income-classes as arranged 
by public-finance authorities or by welfare econo¬ 
mists for the redistribution of wealth. 

(v) Lastly, the redistribution of wealth is capable of im¬ 

proving the enjoyment-capacities at once of the rich 
as well as the poor, for too much wealth as well as 
too little wealth generally reduces the enjoyment- 
capacities of men. 

VI 

Before concluding, I would like to urge two or three 
other important considerations which have weighed with 

conceivable and the guidance of observation and introspection is 
available, the relative strength of enjoyment-capacity is judged 
from the chances of growth of physical and mental faculties. 

In the case of the “ rich ” by diminishing the “ rui^ ” of 
faculties"caused by too much wealth; in that of the poor, by pre¬ 
venting their decay” 
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welfare economists and which have a bearing upon the 
questitm of interpersonal comparison of utility. 

(1) It may be remembered that writers on Public 
Finance (Professor Pigou, for example)^* justify progressive 
taxation of the rich and retransfers of the proceeds to the 
poor, on the ground that a considerable proportion of the 
expenditure among the upper strata of society is due to the 
comparative element of rivalry. This argument has been 
applied by Professor Pigou to decide the question whether 
the income-utility curve falls very steeply or in the manner 
of a rectangular hyperbola. However, the same argument 
can be applied to interpersonal comparisons also. For, if 
much of this type of expenditure of the rich is cut down, 
such a procedure will not reduce the utility of the richer 
taxpayers at all, owing to the “ comparativeness ” still being 
there after taxation. Professor Robbins’s opposition to 
redistribution of wealth cannot, at any rate, apply here; for, 
if the utilities of the poorer section can be increased without 
there being any loss of utilities to the richer section, its 
soundness cannot be vitiated by any argument based on 
Professor Robbins’s analysis. 

(2) Secondly, it is an observed fact that most rich 
people have not even the time (leave aside the question of 
enjoyment-capacity or actual enjoyment) to enjoy their 
enormous incomes and properties. So it becomes purely a 
“ dog-in-the-manger ” affair for them to sit tight on their 
heaps of wealth. Here, at any rate, there is no question of 
any interpersonal comparisons, which would arise only if 
utilities were actually arising out of consumption of wealth 
by the rich. 

(3) Thirdly, incomes are earned very often not for 
enjoyment at all but out of the lust for power or for the 
sheer pleasure of earning money (cf. the case of Leverhulme 
quoted by Dr. Dalton in his Public Finance). If incomes 
are not meant for enjoyment at all, but for acquisition only. 

Study in Public Finance, pp. 110—13; Economics of 
Walfare, p. 89 ff. 
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their redistribution need not worry us as to interpersonal 
comparisons. 


VII 

The conclusions at which we arrive may, therefore, be 
finally re-stated: 

(1) Some assumption has to be made as to inter¬ 

personal comparisons of utility, for admitted¬ 
ly there is no subjective measurement avail¬ 
able, though it must be granted to be 
‘‘ conceivable for argument’s sake.^^ 

(2) The assumption of average equality of human 

behaviour is, in every sense of the term, a 
permissible, legitimate and scientific assump¬ 
tion, though in its very nature, being an 
assumption, it is not verifiable. 

(3) Transfers of wealth, based on this assumption, 

not only are theoretically sound, but in effect 
increase the enjoyment-capacities of both 
rich and poor. In so far as inequality of 
enjoyment-capacity is purely ‘‘ original,” it 
has no relevance to classes as such and 
welfare economics is concerned with classes 
only. In so far as, moreover, the inequality 
is acquired ”, it is clearly due to artificial 

The immense progress made by the infant science of 
Measurement in Psychology in recent years should be an eye- 
opener to many. As Professor Spearman once stated, “ In point 
of fact, mathematical treatment is perhaps just the region where 
pychology has made its steadiest and most surprising advances.” 
The work of Weber, Wundt and Fechner in the measurement of 
psychological and emotional experiences and the construction of 
apparatus like the Kymograph, the psychogalvanic apparatus, etc., 
show that we are not far from accurate measurement in psycho¬ 
logy. There are still critics who assert that there is nothing in all 
this that can properly be called measurement and “ subjective ” 
data may not yet be mastered. For this reason, I have not 
resorted to these measurements as an argument in my favour. My 
argument is based on purely “ subjective ” judgments. 
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factors whidi it is the duty of every ordered 
society to exterminate in every possible way. 

(4) There are other valid considerations, justifying 

transfers of wealth which do not even involve 
the question of interpersonal comparisons of 
utility. 

(5) Lastly, the reductio ad absurdimi to which 

Professor Robbins has now reduced his criti¬ 
cism, viz., that the assumption should be clear¬ 
ly stated in so many words, every time one 
speaks of transfer of wealth, etc., very much 
exaggerates the need for stating it once for 
all prior to its actual use in a treatise on 
Public Finance or Welfare Economics. 
Most authors do in fact follow this pro¬ 
cedure. If any fail to do it, their failure 
is not so inexcusable as to deserve cudgelling. 
On the contrary, it is eggregious to regard 
the whole science of welfare economics as 
going “ by the board ” just for that reason. 



SCOPE AND METHOD OF ECONOMICS 


By 

Mahesh Chand. 

Before one can discuss anything about Economics, one 
must be clear about ‘ What is Economics? ’ Of course 
thereby I seem to be distinguishing between the definition 
and the scope of Economics. We know that we are told 
that man has wants and that in trying to satisfy the same he 
lias to barter or exchange something that he already has with 
something that will satisfy his want or wants. Besides, 
there are men engaged in the production of means whereby 
others can satisfy their wants. Looked at from the 
producers’ point of view, they too act in that particular 
manner to satisfy their want of (say) gaining something or 
making an income to be able to purchase or command means 
to satisfy other wants of their own. In fact ‘ in the ordinary 
course of our life we decide between alternative applications 
of our resources of every kind and endeavour to administer 
them to the best advantage in securing the accomplishment 
of our purposes or the humouring of our inclinations.’ 
Therefore I am led to conclude that every activity of man 
is given rise to by the existence of some want or end: these 
ends are infinite in number—some may be in the conscious 
state, others in the unconscious state. There is no end to 
these ends, otherwise we would have seen or heard of man 
being in a state, which again I cannot conceive of, for no 
matter in what state or condition a man is, we can always 
say that he likes to remain in that state (or condition) or 
that he is not permanently in that state but that that is a 
state through which he must pass in order to reach a certain 
stage. However, Economics tells us how—^the end being 
given—one can best achieve it with the least possible 
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expenditure of energy. This entails a study of the man’s 
activity as regards the use of alternative or scarce means 
for the satisfaction of the different ends. 

One may well object to the above and say that Eco¬ 
nomics also advises us about the choice of ends or about 
the knowledge of ends, and that man’s activity of grading 
the ends in order of merit or importance will not come 
under the study of Economics. But it is perhaps forgotten 
that such an activity has an end, viz.^ the want to grade the 
different ends in order of merit. 

The scope of Economics then becomes enormous. 
Every activity comes under the study of Economics. But 
we must note a limit. Economics stands silently while the 
man makes his decisions. Economics is uncertain when it 
comes to saying what will happen next. The economist 
halts at the point where we come to playing with the 
psychology of the individuals. He can only guess, but there 
is nothing with him to throw any light on whether that guess 
will turn out to be true or not. We may take up the 
question of the Future of Gold. In the discussion which 
took place at one of the meetings of a certain economic 
association, I think that the conclusion was reached that the 
future of gold depends on what importance is attached to 
gold by the various nations of the world and what will be 
the nature and the intensity of the belief and the confidence 
that they will have in each other. 

It so seems that the economist cannot forecast events 
correctly. The question arises, ‘ Should forecasting be 
brought under the scope of Economics? ’ Many will say 
that certainly it should be—rather it is already one of the 
branches of Economics. That leads us to examine whether 
—supposing that it is admitted that Economics is a Science 
—it is one of the functions of Science to forecast events. 
It is said that forecasting does not fall in the field of science 
and that forecasting in Economics belongs to the Art of 
Economics. It is, therefore, maintained that every subject 
has two aspects, viz,, the science of it and the art of it. The 
Pure mathematician, it is further contended, never tells us 
anything of what will happen if the members attending the 
Economic Conference of 1940 were suddenly thrown in the 
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space. That is for the Applied mathematician to solve. 
Similarly it is no business of the pure economist to worry 
himself with ‘ How to forecast events? ’ That is the duty 
of those who are expert in the Art of Economics. The 
ordinary gentleman who hears this answer generally next 
puts the question, ‘What then is meant by Science and Art?,’ 
whereupon a person like Prof. J. K. Mehta replies, ‘ Science 
is knowledge, while Art is action, for Art is something which 
is spontaneous.’ But while I seem to be substantially in 
agreement with this view of his, I feel doubtful whether the 
Art thus defined is the same thing as the Art of Economics. 
Art as it is generally defined by Prof. Mehta does not call 
for the aid of the findings of the science, which certainly is 
not the case with the Art of Economics. The Applied 
economist does need the Economic laws and rules. 

I think that we may well say that forecasting belongs 
to the field of Applied Economics and it is certainly the duty 
of the theoretical economist to tell us what facts are needed 
for a correct forecast and how tlie same can be collected. 
He can perhaps very well answer the first part of the 
question to our entire satisfaction, but he certainly has to 
halt when he comes to the second part, because the data can 
perhaps not be collected. Even if we were to go to every 
individual and ask him as to what he is going to do the next 
moment or, what attitude he is going to maintain as regards, 
say, gold, he will probably make a short-cut by saying, 

‘ Well, how does my opinion count? It will in no way 
affect the future of gold. That really depends on the policy 
of the leading bankers and ruling authorities.’ 

Passing next to the methods of Economics, one may 
remind us about the two main methods of Induction and 
Deduction. We know what they are, but certain raw 
materials are needed for carrying them out. Statistics 
seems to be essential for the former and inborn knowledge 
or intelligence for the second. When certain knowledge is 
already available, we may proceed to critically analyse the 
same in the light of the present or past events. And if we 
go behind any method followed by any economist, we will 
find either guess-work based on certain events, or observa¬ 
tion, tabulation, etc. Statistical methods and guess-work 
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thus Stand at the root of every method that may be used and 
these certainly are open to the expert in every subject. 

In short every activity has many aspects, of which 
economic is one and that is studied by us. That aspect 
tells us how with given ends men can fchieve the same with 
the least loss of energy. The methods to be followed are 
inductive or deductive plus a critical examination of the 
existing knowledge; guess-work and statistical methods 
stand at the root of these. 



THE EXCHANGE STABILIZATION FUNDS: 
THEIR "FUNCTION AND FUTURE 


BY 

Cyan Chand. 

Among the various improvizations, which have been 
adopted, since the disorganization of currency and exchange 
following the crash of 1929, the introduction of the exchange 
stabilization funds under different names in various 
countries has attracted the greatest amount of attention and 
been viewed with mixed feelings. The fact, that the opera¬ 
tions of these funds were shrouded in secrecy and their 
composition, distribution and underlying policy could only 
be inferred from such circumstantial evidence as was avail¬ 
able, accounted for a great deal of misapprehension to 
which they gave rise. In an atmosphere of distrust and 
suspicion in which exchange dumping, and competitive 
depreciation were the order of the day, it was natural to 
regard the constitution of these funds as a method of mass 
attack and defence in currency warfare. And there is no 
doubt that on several occasions they were used for what may 
be regarded as militant and retaliatory purposes. 

Sometime before the outbreak of the war it appeared 
that the operations of these funds were being conducted in a 
constructive spirit, and notably in the case of the Tripartite 
Agreement between the U.S.A., Great Britain and France, an 
attempt was being made to stabilize currency and exchange 
situation on an international scale. But the war has radically 
altered the situation, and with the suspension of the opera¬ 
tion of the British Exchange Equalization Account, and 
imcertainty about the future of similar other funds, it 
is extremely diflScult to forecast the future developments of 
this new technique of exchange stabilization. With the 
suspension of the operations of the British Account, sterling 
has depreciated both in terms of dollar and gold; and 
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though, owing to the large-scale purchases of arms, ammuni¬ 
tion and war-material by Great Britain and France from the 
U.S.A., it is very unlikely that any further depreciation of 
the British and French currencies will be permitted and co¬ 
operation of the U.S.A. for achieving this object can, in view 
of the American sympathy for the Allied cause, may well 
be taken for granted, it is certain that the development of 
the new technique of stabilization wrjll not proceed naturally. 
The post-war position will, of course, depend upon as to 
which side is victorious and its outcome be determined by 
the currency and exchange situation existing at that time. 

But it is fairly safe to assume that unless the whole 
economic structure of the countries engaged in the war is 
shattered beyond repair and their currency and exchange 
systems are irretrievably thrown into a slate of chaos, the 
experience gained of the working of the exchange stabiliza¬ 
tion funds will not be lost and will be found useful in the 
post-war work of currency and exchange rehabilitation. 
Even before the war gold was reduced to the position of 
having become merely an instrument of international 
payments and the internal currency systems of most countries 
had become largely independent of the inflow and outflow 
of gold. In the ‘ sterlization ’ of gold, the stabilization 
funds, besides, of course, private hoarding and the increase 
of central banking reserves, had played a very important 
and conspicuous part. Gold had not lost its ‘ prestige ’ 
value owing to its being necessary for the discharge of inter¬ 
national obligation.s, its importance as ‘ war-chest ’ and, of 
course, the acquired habit of ages, but gold had lost its 
‘ functional ’ value for internal purposes and there were 
some chances of its international importance also being 
considerably reduced by its replacement by foreign baltmces 
in the currency reserves to a considerable extent and also 
in the stabilization funds themselves to a certain extent. 

There is no shortage of gold at present, and as the 
chance of the centres of gold production being dislocated by 
the war is somewhat remote, it is unlikely that there will 
take place any serious decline in the production of gold. 
On the other hand, it is likely that the premium on gold, 
which has been the prime cause of the increase in gold 
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production, will be much higher and exercise further stimu¬ 
lating effect on its production. But in spite of the enlarged 
production of gold, its maldistribution is sure to increase and 
the neutral countries, particularly America on account of its 
becoming the main arsenal of the Allied countries, will 
greatly increase their stock of the ‘ sterile ’ yellow metal. 
Great Britain’s stock of gold will be greatly depleted. 
France will also find herself compelled to dishoard it and 
Germany’s stock, which is already known to be meagre, will 
practically disappear. 

After the war these important countries and Japan will, 
therefore, have to reckon with very much reduced, if not 
exhausted, gold reserves and to proceed with their currency 
reorganisation by methods other than the acquisition of gold. 
This they should not find a matter of serious difficulty, if war 
inflation is kept well under check. Gold having already 
disappeared from internal circulation would not be needed 
for normalization of the currency position within the country. 
The note issue and credit could be regulated with reference 
to the conditions and requirements of the internal economic 
life, and the difficulties, which might have to be faced, will 
he due to the unsettling effects of foreign war-debts, if any, 
and the disequilibrium of costs and prices but not to the 
shortage of gold. The peoples of the world have already 
been weaned from gold by the experience of the last war 
and of the post- or pre-war changes. This process will be 
completed by the present war and gold will cease to be a 
factor of any importance for internal currency purposes. 

Apart from the disturbing effects of war debts, which are 
obviously incalculable, the need for gold for international 
purposes will depend upon trade, balances: and nega¬ 
tive or positive trade balances, if all transactions of a coun¬ 
try are taken together, will be either due to the price and 
cost structure of a country being out of accord with the price 
and cost structures of other countries, r.e., owing to under- 
or over-valuation of its currency (which defect will have 
to be rectified by the re-valuation of its currency) or they 
(trade balances) will be self-liquidating deviations and re¬ 
present the need for what may be called “ ways and means ” 
transactions, i.e., for sbort-term international loans or the 
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use of reserves specially maintained for the purpose. 
Reconstruction of currencies on an international basis, 
provided effective international co-operation implicit in all 
promises and hopes of a new-world order is available, will, 
therefore, also not entail the need for or movement of gold 
on a large scale and could he achieved by a multilateral 
system of offsetting accounts and adjusting of balances by 
the short-term movements of funds in cases in which the off¬ 
setting is not complete. 

Reserves for the short-term adjustments referred to 
above could easily be provided if the present practice which, 
before the war, had become all but universal, of maintaining 
foreign balances as a part of the currency reserves, could 
be formally recognised as a method of adjustment for this 
purpose and made to function definitely as reserves for 
smoothing out the temporary fluctuations in exchange rates 
owing to a country having the balance against it or in its 
favour. Fluctuations due to fundamental disparities will 
necessitate re-adjustment of prices and costs, and if such re¬ 
adjustments are disturbing and undesirable, by the revision 
of exchange rates. 

A systematic use of foreign balances for the above 
purposes will, however, pre-suppose a stale of mutual cx>n- 
fidence on an enduring basis. The maintenance of foreign 
balances as a normal feature of the currency systems of so 
many countries in the last two decades has, it is well known, 
been a source of weakness in international affairs and their 
movements have precipitated crises. Flight from the pound, 
the dollar, the franc, owing to psychological, political and 
monetary factors, and their far-reaching effects not only on 
the currency but also the political situation of the countries 
concerned and the world, have provided an experience whose 
obvious lesson is that the risks involved in such movements 
cannot be insured against unless the different countries trust 
and can trust one another. For this purpose it will be 
essential to bring all capital movements, short-term and long- 
term, under public control and confine the use of foreign 
balances in currency reserves to legitimate exchange opera¬ 
tion. * Hot-money ’ and its natural corollary ‘ hot-gold ’ 
have, whatever the direction of their movements, introduced 
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a highly incalculable factor in currency operations, and, 
owing to unilateral depreciation of currencies and imposi* 
lion of embargoes of all sorts, exposed the countries con¬ 
cerned to grave risks. The use of foreign balances for 
adjusting the balances of international accounts, and their 
use only for that purpose, will involve the provision of 
safeguards against the repetition of the experience of the 
early thirties and the necessity for an assurance that foreign 
balances will be safe and not be used for double cross¬ 
ing in currency matters. 

If the use of foreign balances for this purpose can be 
placed on a regular and regulated basis, it will require 
international co-operation and international clearing 
agencies. The important financial centres like London, 
New York, Paris will continue to serve as clearing centres 
of international obligations, but their functions as such will 
call for formal international recognition and their liberty 
to use their international position for purely national and 
anti-intemational purposes will have to be severely limited. 
Though, such centres will naturally possess special import¬ 
ance as clearing centres, there is no reason why an interlock¬ 
ing system of balances should not grow up, i.e., these and 
other countries maintain foreign balances at a large number 
of other centres. As a matter of fact the important centres 
will themselves find it necessary to minimise disturbance 
of their own currency and exchange systems by having at 
their disposal balances at other centres and thereby provide 
a counterpoise for their short-term international obligations. 
The British Exchange Equalization Account was, as is 
known, constituted to provide such a counterpoise and 
mainly functioned as such. A certain degree of centraliza¬ 
tion of foreign balances may be unavoidable, but their undue 
centralization will be undesirable and would be prevented 
if the liquid resources of various countries earmarked for 
exchange operations are dispersed and made subject to regu¬ 
lation by an international authority charged with the duty 
of ensuring the use of these resources only for licit purposes 
and of helping the countries temporarily short of funds by 
a system of * ways and means ’ advances. That means that 
there should be an international clearing institution which, 
F. 19 
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whatever its name, will be practically an international 
central bank. 

If these developments C£m and do take place in the 
post-war world, we shall get in effect a system of generalized 
exchange stabilization funds without there being any neces¬ 
sity for constituting them separately. The British Exchange 
Equalization Account has, though nominally separate, been 
in reality the third department of the Bank of England. 
Separation from the other two departments was a contin¬ 
gency of the circumstances of 1932 and later years and of 
the necessity for avoiding confusion of account keeping; 
but amalgamation of this Account with the other two depart¬ 
ments and their amalgamation with each other, as recom¬ 
mended by the Macmillan Committee, would under the 
changed conditions envisaged above, be a perfectly feasible 
proposition. It could be merged in the general reserves of 
the country and used for effective stabilization of exchange. 
With paper currency placed on inconvertible basis and the 
limit of fiduciary issue raised to £400 millions and every 
possibility of its being raised further, if necessary, the cur¬ 
rency reserves of Great Britain have not and cannot have 
any internal function. With the amalgamation of the three 
departments of the Bank, there will be great simplification 
and clarification of the position, and it will be further 
strengthened on account of unification and centralization of 
reserves. Wliat is true of Great Britain is true of every 
other country. There will be no need for separate exchange 
stabilization funds and the unified and centralized reserves 
will take over their functions or rather be used for the only 
function which, owing to the evolution of the currency 
systems, has devolved upon them. 

These changes have already taken place in India and 
show that the line of development is logical and will be a 
great improvement from every point of view. We had our 
Paper Currency and Gold Standard Reserves which were 
reinforced by the Treasury Balances maintained in India 
and in London. They taken together were our exchange 
stabilization fund; but with the amalgamation of the two 
Reserves and the Reserve Bank assuming the responsibility 
for the resource operations of the Government both in India 
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and England and of the working of the Paper Currency 
System, not only has an unnecessarily complicated system 
and the division of responsibility been put an end to but the 
gold and sterling securities (our foreign balances) portion 
of the unified reserve has been made available for the only 
purpose which it can now serve— viz., the stabilization of 
exchange. The fact, that in actual practice this reserve has 
been used for pursuing and supporting a wrong exchange 
policy and we have been bound more closely than ever to 
the chariot-wheel of the City of London, does not affect the 
validity of the argument. These are the perversions of the 
unified system of reserves and are due to and a measure of 
our political subjection. But as a mechanism the new 
system marks an advance upon the previous position and 
indicates the natural line of evolution for the reserve system 
in every country. 

The development of reser\'es on these lines for support¬ 
ing a new system of foreign exchanges implies many cognate 
changes which cannot be discussed here. It implies the 
emancipation of internal currencies not only from the in¬ 
fluence of gold movements but also from that of the move¬ 
ment of funds. Movements may signify an unsound internal 
currency position. In that case appropriate action to remedy 
it will have to be taken. But this action will be indicated 
and not determined by the movement of funds. The nature 
and extent of action will depend entirely on the state of 
trade and the relation of costs and prices within the country. 
The new reserve system is not incompatible with a system 
of fixed parity of exchanges provided the parity rates are 
selected with care; but it will be more efficient and benefi¬ 
cial, if it is worked to maintain a system of varying pari¬ 
ties so regulated as to insulate the currency system of every 
country from the disturbing effect of outside factors and to 
bring about * neutralization ’ as far as practicable of ex¬ 
change as a factor in international trade and the determina¬ 
tion of its ‘ real terms.’ The system will, moreover, require, 
as pointed out already, comprehensive public control over 
all capital movements and centralization of exchange opera¬ 
tions which means the supersession of the free foreign-ex¬ 
change market. Emancipation of the internal currencies from 
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outside disturbances will make the provisions of the Propor¬ 
tional Reserves and Fixed Feduciary Systems of Note Issue 
obsolete; and safeguards against over-issue will have to be 
found in the intelligence and sense of responsibility of the 
currency authorities. Experience has shown that this is the 
only safeguard which works, all others being found utterly 
wanting in emergencies to provide against which they are 
inserted in the currency statutes. And more than other 
changes, it will be necessary to use the reserves for inter¬ 
national collaboration and not for currency and exchange 
warfare which, of course, means subjection of the operations 
of reserves, and, therefore, of exchanges, to a large measure 
of international regulation and control. 

As a natural outcome of these developments gold will 
find its importance reduced, if not eliminated, as a factor 
even in the mechanism of international payments. If we 
have a system of interlocking foreign balances worked for 
moderating, if not absorbing, sharp and sudden jerks in 
exchanges, the need for gold will be minimised for we will 
have in operation a system of off-setting obligations and 
settling accounts without the intervention of gold. Gold 
may remain as a constituent element of statutory reserves, 
but the success of the system will be measured by its not 
being required for international settlements. The system 
will be a system of automatic cancellation of international 
indebtedness supplemented by such transfer of short-term 
funds as may be necessary to square up accounts and will 
eventually be able to do without the use of gold. The deve¬ 
lopment of the system should, as a matter of course, lead 
to the corresponding elimination of gold from international 
exchange; but even if it continues to hgure in the reserves 
of each country, it will mean hoarding of gold for inter¬ 
national purposes and will show that currency education has 
lagged behind currency practice. Today the central banks 
are hoarding gold even though it has disappeared from 
internal circulation and the latter is in a very large measure 
independent of the former. They may also continue to 
hoard it for international exchanges and go on subsidizing 
gold production by paying premium on its purchase. But 
that will not change the essentials of the situation; and when 
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the facts drive the logic of events home, even the bankers 
will wake up to the fact the ‘ golden ’ age of currency and 
exchange has long been over and the credit age or the age 
of faith has already taken its place. 

But before the age of faith—of mutual and universal 
confidence—arrives, the world has to go through the fiery 
ordeal of the present war and learn its lessons. What the 
world will be like and whether the necessary lessons will 
actually be learnt is more than anyone can say at present. 
But if the hopes of today become the facts of the post-war 
situation, the developments forecast in this paper will not 
only be necessary but also inevitable. The developments 
have, every student of currency will agree, been already 
under way; and though they have occurred semi-consciously 
and under the stress of circumstances created by militant 
and egotistic forces, they have in them the possibilities of 
fitting into and promoting the realization of ‘ the new-world 
order based on justice and co-operation.’ 

There is, however, no guarantee that these hopes will be¬ 
come living facts of the post-war world. There is a lot on 
the other hand to indicate that they may not. And, if un¬ 
fortunately they do not, there will be chaos in currency and 
exchange as in all other matters and instead of the world 
forging ahead, the gains of the past will be lost or buried in 
the debris of a wrecked world and with them the experience 
of the working of the exchange stabilization funds and their 
possibilities will also be lost to be regained, let us hope, 
when the world regains its lost vision and the ways and 
means of realizing it. Whatever the future may have in 
store for us, there is no doubt in my mind that the forecasts 
of this paper are not flights of fancy, but rational anticipa¬ 
tions based on the recent trends of currency and exchange 
developments. 
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The establishment of the Exchange Equalisation 
Account in Great Britain in 1932, of a Stabilization Fund in 
U.S.A. in 1934 and of an Exchange Fund in France in 1936 
has started a new type of monetary management and it may 
become an important instrument of credit control. 

The Exchange Funds are large governmental funds 
intended for regulation of the foreign exchange market. 
The object is to reduce exchange fluctuations caused by 
speculation and fortuitous factors. These funds are a 
device for stabilization in an unstable world. They being 
government funds mUy be used for other purposes than the 
maintenance of stabiltiy but the chief purpose is to eliminate 
fluctuations caused by abnormal forces in the international 
market. 

In recent years governments have made use of two 
methods to control the exchange markets, namely. Stabiliza¬ 
tion Funds and Exchange Control. The former take the 
market mechanism for granted and intervene as buyers or 
sellers of gold and foreign exchange and thus influence ex¬ 
change rates. The latter seeks to replace the ordinary 
market mechanism by a government agency which collects 
and distributes foreign exchange. Exchange Funds are 
operated within the framework of price mechanism while 
Exchange Control does away with free-market economy and 
introduces in its place a system of planned intervention. 

The literature on the activity and achievements of 
Exchange Funds is rather scanty because the official autho¬ 
rity maintains, as a matter of policy, a great deal of secrecy 
and thus withholds gratuitous information from speculators.’^ 

^ Hall, Exchange Equalisation Account, p. 23. 
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But the wisdom of operating an Exchange Account in the 
dark, as it were, is questioned, for as Dr. Gregory points out, 
“ Speculation is just as likely to be aggravated by rumours 
that the resources of a particular fund are exhausted as to 
be deterred by the view that a particular fund has resources 
enough to withstand any attack upon it.”® 

To what extent do Exchange Funds promote monetary 
stability in the international world? Exchange Funds are 
contributed by the treasuries and administered by the central 
banks. They carry out offsetting operations which in effect 
amount to open*market operations. An unwanted and for¬ 
tuitous import of short-term capital can be sterilized just as 
an undesired and embarrassing outflow can be neutralized. 
Under stable conditions there is no case for these special off¬ 
setting operations but in a period of instability, with grow¬ 
ing restrictions on foreign trade and international long-term 
lending, exceptional measures must be taken to prevent 
large inflows or outflows of short-term funds from exercis¬ 
ing a disturbing influence on the internal monetary 
situation. 

The outflow of short-term funds may arise from one of 
two causes, namely, a flight of capital or a repatriation of 
funds to the countries from which they formerly fled. In 
the former case offsetting operations are of no use. Steps 
should be taken to remove the causes of the uncertainty 
which has led to the outward movement of short-term funds. 
In the latter case the same reasoning applies as when the 
inflow of such funds takes place. Just as the inflow is off¬ 
set so also the outflow can be offset and thus the internal 
situation of the country will remain unaltered by the whole 
process. Here is a proper field for the operation of Ex¬ 
change Funds. 

Apart from discouraging speculation and eliminating 
haphazard fluctuations in exchange rates the Stabilization 
Funds may subserve the purposes of monetary nationalism 
by insulating the national price structure from developments 
which are taking place abroad. The internal credit system 
may thus be rendered immune from the effects of pressure 

^Gregory, Current Issues of Monetary Policy, p. 5. 
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in favour of or against, say, sterling or the dollar. The 
Exchange Account is a device to insulate the nation’s credit 
against the shocks due to fortuitous movements of foreign 
balances. But at times it may be right to allow exchange 
movements to affect the basis of internal credit. As Norman 
Crump points out, “ Our prices may be out of line with those 
of other countries, or our home activities may need either a 
stimulus or a curb; and in those circumstances insulation 
would be definitely harmful.”® 

The new system of maintaining exchange parities does 
not lack critics. They point out that a central bank could 
very well do what the Exchange Funds are supposed to be 
doing provided they are empowered to do so. Moreover the 
authority operating the Exchange Funds may act at cross¬ 
purposes with the Central Bank. It might restrict supplies 
of open-market funds by the sale of Treasury Bills or it 
might expand them by the repayment of the Treasury Bills 
in contravention to the known policy of the Central Bank. 
Says Gregory, “ Nothing is to be gained by the division of 
functions between two authorities when what is really intend¬ 
ed is the ‘ insulation ’ of the local money market from out¬ 
side influences through the creation of larger reserves than 
those previously maintained.”* But most Central Banks are 
private institutions. The function of maintaining parities 
in a severely unstable world should be entrusted to a public 
authority rather than to a private organization. 

In a chaotic world where stabilization of currencies is 
a distant hope E. £. Funds offer a basis for international 
monetary co-operation. The Tripartite Agreement between 
England, U.S.A. and France subsequently extended to 
Belgium, Switzerland and the Netherlands is a case in point. 

The recent trend towards autonomous and insulated 
monetary policy is ascribed by Heilperin to two reasons, 
namely, (a) the lack of correspondence between country and 
country regarding the phases of the trade cycle, the result 
being that countries in depression try to carry out a policy 

® Norman Crump in Lloyds Bank Monthly Review, January, 
1937, p. 13. 

* Gregory, Current Issues of Monetary Policy, p. 5. 
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of reflation in isolation from ^ rest of flie world while 
countries in prosperity also insulate themselves from outside 
influences, (b) differences of opinion relating to die policy 
to be adopted at each phase of the tirade cycle, the result 
being (hat there is international discord and divergencies in 
programmes making for instability.” 

For the purpose of financing world trade considerable 
foreign balances are always held with foreign banks. Apart 
from the requirements of international trade these balances 
are liable to be heavily supplemented or drawn upon. A 
change of opinion leading to a loss of confidence in the eco¬ 
nomic or political stability of this or that country will cause 
large transfers of funds from one centre to another. At 
one time London may attract these floating deposits; at 
another time New York or Paris. 

The Exchange Equalisation Account in England 
eliminates the disturbances that would naturally arise from 
the sudden movement of funds. It may be that the 
foreigners are increasing their balances in London in which 
case the Exchange Account would prevent a too rapid rise 
in the external value of sterling by continual purchases of 
gold. Or it may be that the foreigners are withdrawing 
their balances from London in which case the Exchange 
Account would prevent a too rapid rise in the external value 
of sterling by continual sales of gold. 

The E. E. Account is a useful ond efficient instrument. 
Its operation in England has shown that there need be no 
conflict between the measures required to cope with sudden 
exchange movements and the measures needed to maintain 
an internal monetary policy suited to the needs of domestic 
trade and finance. The E.E.A. is operated by the Central 
Bank which acts as the agent of the Treasury. It has render¬ 
ed the working of a managed currency even under 
exceptional conditions smooth and successful. 

Under the gold standard external influences caused 
grave disturbances to domestic credit and price-structure. 
The statutory obligation to maintain sterling or the franc 
at a fixed gold value made the money market extremely 


“Heilperin, International Monetary Economics, p. 254. 
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vulnerable to foreign influences. Ibe central banks are 
now free from the statutory obligation: they allow the rate 
of exchange to fluctuate but at the same time by timely 
purchases or sales of gold as foreign balances increase or 
diminish they saf^uard the stability of internal credit. 

The E.E.A. has now become an essential part of the 
machinery for regulating monetary ccmditions. The new 
technique of managed money requires more knowledge, 
judgment and skill than were needed in working the gold 
standard. Under the old system the rules were few and 
simple to work. If too much gold was leaving the country 
the Bank rate was raised and the supply of credit restricted 
till gold flowed back again; if too much gold was coming 
into tlm country the Bank rate was lowered so that it checked 
the inflow of gold. It is the fashion to praise the simplicity 
and the automatism of the gold standard. “ But at what 
cost ” asks Mr. R. McKenna, “ to trade and industry did the 
system operate? The bank rate might have to be raised 
when internal conditions required not restriction but 
expansion of credit. Seen in retrospect, the pre-war 
automatism in monetary affairs meant doing nothing until 
an acute stage of financial weakness had been reached—a 
stage at which drastic action was inevitable, however 
damaging its effects might be on industry and trade. But 
why should the British industrialist and trader pay more 
for credit or find credit more difficult to obtain, because 
foreign capitalists chose to transfer their bank balances 
from London to New York? To-day human skill and 
judgment must take the plac^ of automatism. Open-market 
dealings and the Exchange Equalisation Account are the 
modem instmments of control, and after several years’ 
experience we can appreciate how well they have been 
used.”® 

There has been a departure from the gold standard, 
but gold itself is not abandoned as an instrument of 
monetary policy. Gold plays an essential part in inter¬ 
national trade and governs the exchange relations between 

* Mr. R. McKenna’s Addre.ss at Midland Rank shareholders’ 
meeting, published in the Economist, January 28, 1939, p. 203. 
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countries. The amount of gold stocks no longer controls 
the internal issue of currency; gold in the Centr^ Bank and 
in the E.E.A. is held available for regulating the external 
value of sterling, the franc or the dollar as the case may be. 
We have now reached that stage of monetary progress 
where we can expand or contract credit according to domestic 
needs and insulate our country against extraneous develop¬ 
ments with which we have no concern and for which we are 
not responsible. 

It is open to a country to leave its exchange rates to the 
free play of demand and supply in the international bill 
market. Or it may take steps to regulate the exchange 
rates through an exchange equalization fund. The principal 
function of the Exchange Fund is to offset purely speculative 
movements in the exchange rates. In particular it should 
offset inward and outward movements of “ refugee capital ” 
or “ hot money ” which create temporary fluctuations in the 
exchange value of sterling, the franc or the dollar. An 
inflow of these floating balances will raise the value of 
sterling while their withdrawal later on would have the 
opposite effect. The main object is to even out these ups 
and downs. When the “ refugee capital ” is moving in, the 
E.E.A. provides the extra sterling and acquires the foreign 
money. The E.E.A. obtains the extra sterling through the 
sale of its Treasury Bills and it makes use of the foreign 
money to buy gold. On the contrary when there is an out¬ 
ward movement of the floating balances the Fund will part 
with some of its gold and get back sterling in exchange. 

The assets of the Fund, for example, in England consist 
partly of sterling in the form of Treasury Bills and partly 
of gold and foreign bills. The sterling assets enable it to 
prevent an undue fall of sterling and its gold or foreign 
assets enable it to prevent an undue rise of sterling. The 
mechanism works by the conversion of the sterling assets 
into gold and vice versa. If in an attempt to keep sterling 
down it should be compelled to convert all its sterling assets 
into gold then it can replenish its sterling resources, for 
example, by a further issue of Treasury Bills. If on the 
other hand a continued attempt to keep sterling up involves 
the conversion of its gold stocks into sterling assets then it 
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couM replenish its gold, for example, by raising a foreign 
loan. 

The organization of the E.E.A. has made it possible 
for the authorities to prevent the short-term capital move¬ 
ments from disturbing the external value of the pound or 
the money rates in London. The opening of the Account 
is generally considered to be an important development in 
the machinery of the English Money Market though it does 
not constitute a radical change in monetary policy. Says 
Hall, “ there is nothing particularly new or original about 
the principle that directs the operations of the Accoimt. 
That wise banking requires the character of deposits as well 
as their magnitude to influence the size of the cash reserves 
held against them is an axiom that goes back to Cantillon. 
The attractiveness of sterling balances to foreigners had 
complicated the task of monetary management in London 
ever since the end of the War, The establishment of the 
Exchange Account gave the British authorities an effective 
instrument for simplifying their work. It took a crisis to 
bring into being a piece of machinery which had been need¬ 
ed for half a century.”^ 

Exchange Stabilisation Funds have become very popular 
and in several coimtries they have become part of the 
mechanism for controlling foreign exchanges and maintain¬ 
ing domestic credit. These funds are set up in U.S.A. 
France, the Argentine, the Netherlands, Belgium, Switzer¬ 
land, Mexico, Spain, Columbia, Latvia and Czechoslovakia. 

There are two types of Exchange Funds, namely, funds 
whose initial resources consisted of assets like Treasury 
Bills convertible into domestic currency and funds whose 
initial resources consisted of gold. Funds of the former 
type neutralize the movement of floating balances and thus 
prevent them from affecting internal credit. Such funds 
are in operation in the United Kingdom, Argentina, the 
Netherlands and the United States. Funds of the latter type 
have received their resources in the form of gold which was 
released by the revaluation of monetary gold reserves. 
U.S.A., France, Canada and Switzerland are examples. 

’ Hall, The Exchange Equalisation Account, p. 6. 
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Hie resources being in gold the movement of short-term 
capital cannot be offset. In the case of an inflow of gold 
they are powerless to prevent an expansion of Central Bank 
cr^it as they possess no assets in domestic currency and 
pass on immediately to the Central Bank any gold they may 
acquire. Hie E.E.F. can, however, acquire balances at the 
Central Bank by selling its own gold to it. Similarly in 
the case of an outflow of gold E.E.F. is imable to prevent a 
ccmtraction of credit. Hie contraction can only be prevent¬ 
ed if the Fund re-invests in the open market the Central 
Bank balances which it has acquired. Unless such supple¬ 
mentary methods are adopted, international movements of 
floating capital have essentially the same effects as under a 
gold standard.® 

Hie general principle of the E.E.A. which at one time 
looked like a pure British invention bom of the British 
spirit of compromise has been incorporated in the monetary 
systems of most of the principal countries in the world. 
There are differences in the application of the principle but 
these are confined to points of detail to suit local conditions. 
Even in countries such as Norway and Sweden which have 
not instituted a separate E.E.A. the Central Banks have taken 
upon themselves functions specially assigned to the E.E.A. 
elsewhere. We might say in a word that the principle of 
the E.E.A. has now become an essential part of a managed 
currency system. 

Has the E.E.A. kept the pound sterling free from 
external influences? Or, in other words, has the exchange 
value of the pound sterling shown wide fluctuations? A 
comparative study in terms of sterling of the price of gold 
and the price of dollar shows the extremely limited range 
within which the fluctuations have taken place.® Hie close 
correspondence of sterling both in terms of gold and dollars 
may be considered as a fair test of the efficacy of the E.E.A. 


** League of Nations’ Monetary Review, 1937-1938, p. 58. 

^League of Nations’ Monetary Review, 1937-1938, p. 27. 
Waight, Etrchanf'e Equalisation Account, Appendices L & M. Paish 
Exchange Equalisation Account,” Economica, 1935, 
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It has succeeded in reducing the frequency and the amplitude 
of exdiange fluctuations. 

It has been urged against the E. E. A. that it has been 
an obstacle to economic recovery on the Continent and 
elsewhere. Britain is said to hoard a large part of the 
world output of gold in order to prevent a rise of prices. 
The gold in the E.E.A., it is suggested, should be allowed 
to fulfil a monetary function and serve to expand the basis 
of credit. The assumption that the E.E.A. has at any 
time held more gold than is necessary for its own legitimate 
purposes is not borne out by facts. The E.E.A. has to 
insure the country against the restlessness of “cosmopolitan” 
capital which moves in and out of London. Moreover the 
sterling-group countries, some 15 in number, keep the bulk 
of their assets or balances in London. In 1931 these 
balances were £79'6 millions and in 1937 they were £252'3 
millions.^*’ The balances are largely invested in Treasury 
Bills. In addition to the Central Bank reserves of the 
sterling-group countries held in London there is the consider¬ 
able amount of sterling held by commercial banks and 
companies domiciled in various foreign countries. Finally 
there is the large bulk of foreign capital which constitutes 
“ hot money.” “ The countries which own sterling held 
here are operating a system which closely resembles a gold 
exchange standard because they can at any time utilise the 
sterling they possess in the purchase of gold. The gold they 
acquire must come from the British E.E.A. and the amount 
not converted is a potential demand for gold at some future 
time.”^^ The Bank of England holds a quantity of gold 
sufficient for internal needs and for emergencies. The 
amount of gold in the E.E.A. which in 1938 stood at £298 
millions has to meet the possible withdrawal of £252 millions 
of foreign Central Bank balances plus the large amounts 
representing the sterling assets of foreign companies. In 
a word the E.E.A. holds no more gold than is necessary to 
meet the possible foreign demands upon it. 


League of Nations Monetary Review, 1937-1938, p. 23. 
Waight, Exchange Equalisation Account, p. 136. 
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The E.E.A. has been instrumental in bringing about a 
distribution of gold among the various countries through the 
right of all countries having sterling balances to convert 
them into gold. In fact the advantages of holding sterling 
are so strongly appreciated that France, Holland and 
Switzerland allowed their currencies to be tied to sterling 
though they did not join the “ sterling club.” 

In the actual working of the E.E.A. there is bound to 
be some conflict. “ If the E.E.A. is too successful in 
achieving its aim of ironing out fluctuations it may thus 
cover up important economic trends which, if allowed to 
operate naturally, would express themselves either in a 
change in the level of currency in terms of other currencies, 
or in an expansion or contraction in the internal cost 
structure.”^" If an adverse balance should persist, say, in 
England, gold in ordinary circumstances would be drawn 
from the Bank of England to America. The loss of gold 
would contract the credit supply in England just as the 
accession of gold would add to the credit supply in America. 
But a mistaken view of the proper function of the E.E.A. 
would destroy the, self-regulatory process of the exchanges 
and prevent an adjustment of the price level in the two 
countries. The danger arises from the fact that the 
principle of automatic correction is no longer in operation 
and in the conflict between short-term and long-term aims the 
former may prove the deciding factor. 

The E.E.A. can no longer be regarded as a stop-gap 
arrangement pending the re-establishment of gold standard. 
When eventually England returns to some form of gold 
standard there is little doubt that the main principles of the 
E.E.A. will be incorporated in it. But the mastery of 
technique which the British authorities have achieved must 
not be mistaken for a solution of the ultimate problems of 
monetary policy. It is true that the Exchange Account 
system has represented technical improvement as compared 
with the pre-war devices for insulating a country’s currency 
system from international gold movements. As Sayers 
remarks, “The separate institution of the Account is only 

Waight, Exchange Equalisation Account, p. 139. 
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one of the possible devices for securing the ends of steady 
exchanges and insulated banking systems. And the problem 
of securing equilibrium between the price and income 
structures of different countries receives no automatic 
solution from the new inventions.”^® 


Sayers, Modern Banking, p. 209, 
F. 2X 




EASY MONEY POLICY 


BY 

T. Satyanarayana Rao, M.A., 

Lecturer in Economics, Andhra University, Waltair 

Recent monetary policies have necessarily been direct¬ 
ed towards combating the depression and bringing about 
recovery. Broadly speaking, they can be summarised under 
the following categories:— 

1. Abandonment of the gold standard, exchange 

depreciation, and the institution of exchange 
equalisation accounts, thus achieving free 
currencies to be managed according to 
national requirements, 

2. a policy of easy money, and 

3. budget deficits and schemes of public works. 

Of these, an attempt will be made in this paper to 
examine the policy of easy money. 

The Meaning Of Easy Money. 

“ Easy ” or “ cheap ” money has always meant a 
lowering of the rate of interest. But there has never been 
only one rate of interest. There has been a multiplicity of 
rates of which the call rate, the rate on Treasury Bills, the 
Bank rate, the discount rate and advance rate charged by 
banks, and the long-term rate of interest on Government and 
private bonds have been the more important. Though some 
of these rates are closely inter-connected and move together, 
yet, there is no uniformity of movement in all.^ Hence we 
have to regard easy money as the existence of low rates in 

^ A. T. K. Grant, A Study of the Capital Market in Post-War 
Britain, p. 23. 
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all or most of these different spheres. The significance of 
these different rates has to be separately considered. 

The Theory of Easy Money. 

A policy of easy money has been advocated not merely 
as an anti-depression measure but also as a measure of 
monetary reform in general. Opposition to high interest 
rates became very vocal after the war, and easy money has 
found greater acceptance even among orthodox economists 
after the coming of the slump. Indeed, the theory of Bank- 
rate policy had always assumed that a lowering of the rate 
of interest would be effective in bringing about am expansion 
of economic activity. After the (Mi-set of the economic 
depression, while different schools of thought proposed 
different policies for recovery, all of them were agreed on 
the necessity and usefulness of a policy of easy money.® 
As to the effectiveness of cheap money in stimulating 
recovery, views have considerably differed—some thinking 
that it has practically no influence, others that it is by far 
the most effective instrument in bringing about recovery and 
most economists thinking that easy money is an important 
requisite of recovery though, by itself, it is not adequate 
for causing recovery. 

We may outline here the way in which a reduction of 
the rate of interest has been expected to influence domestic 
economic activity. A reduction in the Bank-rate, and hence 
the short-term rate in the market would stimulate short-term 
borrowing for the holding of stocks by traders and for work¬ 
ing capital by industrialists. This opinion has been 
maintained by Mr. Hawtrey, though he himself has pointed 
out that the extent to which such stimulation can go is limited 
by the fact that at a time of depression and falling prices, 
such expansion of short-term Borrowing may require a 
negative rate of interest.® Mr. Hawtrey’s view has been 
questioned by others on the ground that borrowing for hold- 

2 “ Monetary Policy and the Depression ”—Report of a Group 
of the Royal Institute of International Affairs, p. 53. 

® R. G. Hawtrey, “ The Credit Deadlock ” in Lessons of Mone¬ 
tary Experience edited by A. D. Gayer. 
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ing stodcs is not very important under modem conditions 
and that borrowing for working capital is not mudi 
influenced by short-term rate changes, particularly because 
of the rigidity of rates on advances. 

Then, a fall in the Bank rate is expected to be followed 
by a fall in the long-term rate; this happens through a flow 
of funds from the short-term to the long-term market due to 
very low yields in short-term investments. The lowering of 
the long-term rate brings about a stimulation of investment, 
particularly in the extension of plant, in the development 
of public utility projects and in stimulating building activity. 
Here again, it is emphasized that while a stiffening of money 
rates is effective in restricting credit, a reduction of rates 
does not bring about an expansion of investments in 
depression time due to pessimistic expectations on the part 
of entrepreneurs. Building and other schemes do not wait 
in readiness for a fall in the long-term rate.^ Hence, it is 
said that while easy money is important in tempting 
entrepreneurs to seize a favourable moment, and creates the 
necessary atmosphere for revival, it has to be accompanied 
by more direct measures for stimulating demand.® 

Another important aspect of an easy money policy has 
been its relation to the great burden of public debt in the 
post-War period and the necessity to afford debtors, includ¬ 
ing Governments, relief from excessive burdens due to 
interest-rates, taxes, and low prices. ITie emergence of 
Governments as the most important short- as well as long¬ 
term borrowers, practically dominating the money market, 
has increased the significance as well as the controversial 
character of easy money. 

The Forces Behind Easy Money. 

Before we proceed to review how far the above theory 
has been borne out by recent experience, we have to note 
the influences at work in bringing about and maintaining 

* R. G. Hawtrey, “The Credit Deadlock” in lessons of Mone¬ 
tary Experience edited by A. D. Gayer. 

® “ Monetary Policy and the Depression,”— op. cii. 
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easy money. Tlie most important influence has been the 
depression itself, causing an accumulation of idle balances 
and a cessation of private borrowing. In several countries 
it was also due to a re-patriation of capital from foreign 
countries particularly after devaluation of their currencies. 
That cheap money followed exchange depreciation is very 
clear. Interest rates fell first in countries of the Sterling 
Bloc, and then in the U.S.A. while they continued high in 
the Gold bloc countries till they also devalued their 
currencies.® From this it was concluded by some that 
easy money was a result of devaluation, but the real causa¬ 
tion was the other way round. In order to relieve Ae 
tension of high interest rates and debt burdens, the currency 
was freed by abandoning the gold standard. But easy 
money was not merely an incidental outcome of the 
depression and the abandonment of the gold standard; it 
was also a result of deliberate policy. There were power¬ 
ful political factors behind it—^the high cost of Government 
due to a huge load of public debt, to commitments for un¬ 
employment relief and other measures of social security, 
and lastly to re-armament.^ Important financial interests 
have also of late supported the policy as they are interested 
in maintaining the high prices at which they were encouraged 
to acquire gilt-edged securities. 

The Technique and Course of Easy Money. 

The fall in interest rates did not come about immediate¬ 
ly after the depression set in, but only after 1932 by which 
time prices had already begun to rise. Since that time, 
there has been a tendency all over the world for rates to 
fall to unprecedented levels. “ The remarkable recovery 
of productive activity which has taken place since 1932 . . . 
has not, on the whole, prevented the downward course of 
interest rates, or their maintenance at an unusually low 
level. In several countries indeed interest rates have been 
deliberately forced down with a view to promoting industrial 

* J. H. Rogers, “ Monetary Initiative in a Traditional World ” 
in Lessons of Monetary Experience, pp. 106 and 107. 

■^L. D. Edie, Easy Money. 
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recovery.”® The technique adopted was generally the lower¬ 
ing of the Bank-rate, followed by extensive open-market 
operations. The cash resources of commercial banks 
increased, forcing down short-term rates. This caused a 
very wide disparity between long-term and short-term rates, 
and forced the banks to invest more and more of their funds 
in Government securities and other bonds, thus pushing up 
their prices. Private borrowers found it advantageous to 
discharge their debts by selling securities, thus forcing the 
banks to invest more in securities. Thus, in England for 
instance, the index of Banks’ investments (1929=100) rose 
from 119 in 1931 to 260 in 1936; in the United States from 
144 in 1931 to 265 in 1935.® This process was mainly 
responsible for bringing down the long-term rate of interest 
as measured by the yield of bonds in most countries. 
Deposit rates paid to depositors were reduced. 

The reduction of long-term rates was followed by 
extensive conversion operations; in England a debt of nearly 
£22,000,000 at 5 per cent was converted to a 3^ per cent 
basis; the short-term debt was funded; the rate on Treasury 
bills came down to 0'2 per cent in January 1935 and was 
maintained afterwards at ^ per cent; and the yield on 
Consols came down from 4 5 per cent to 2'7 per cent. In 
the United States also a similar movement took place, in 
spite of the great increase in Government borrowing which 
doubled the debt from 1931 to 1936; long-term rates fell 
to 21 per cent and Treasury Bill rates were “ negligible.” 
In India also the market developed an exceptional liquidity 
after 1931; the yield on Government bonds fell from 7 per 
cent in 1931 to 3 per cent in 1936; conversion operations 
were carried through, and the rate on Treasury Bills came 
down from 7-24 per cent in the last quarter of 1931 to an 
average of O'72 per cent in 1936. The factors influencing 
easy money in India were largely the rise of Indian Sterling 
Securities in the London market, the large-scale dishoarding 
of gold and its export, and the l^islation on moneylending 

® League of Nations Monetary Review, 1936-37, Vol. I, p. 80. 

® League of Nations Monetary Review, 1936-37, Vol. I, Table 
on page 81. 
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and agricultural debts. In certain continental countries, 
cheap money was ushered in in the form of a compulsory 
reduction of interest rates on all debts and throu^ quasi- 
compulsory conversion operations. (France, Italy, and 
Germany.) 

While thus a remarkable fall in short-term rates and 
a fall in long-term rates was experienced, advance rates 
remained comparatively rigid. Rates on industrial bonds 
have also tended to remain rigid, due to the risk-premium. 
Towards 1936-37 a hardening tendency of money rates was 
noticeable. 

How far does this experience bear out the theory 
regarding interest rates? Short-term rates have failed to 
stimulate demand for funds; from this the League Review 
draws the conclusion that “the short-term rate of interest, 
as determining the cost of working capital, becomes a matter 
of importance to entrepreneurs only after a decline of long¬ 
term rates has had its effect in stimulating investment activity 
in productive equipment.” Long-term rates, particularly on 
Government bonds have fallen, and have enabled private 
entrepreneurs to sell their securities and liquidate debts. 
Advance rates have remained rigid. 

The question whether cheap money has been an effective 
stimulus to economic recovery remains a matter of 
controversy. J. H. Rogers says “ it was the reduction in 
long-term interest rates, coupled with a revival of financing 
at those rates, more than any other single influence, that 
marked the beginning of recovery in the United States.”^® 
Hawtrey, on the other hand, opines that “ Perhaps the most 
notable of all the lessons to be derived from the years of 
depression is to be found in the prolonged failure of the 
accepted methods of credit regulation to induce revival.”^’^ 
The General consensus of opinion seems to be that cheap 
money was highly conducive to recovery particularly in 
Great Britain, though other factors like re-armament and 
the influence of American reflation cannot be overlooked. 
There was remarkable revival in building-activity in 

Lessons of Monetary Experience, p. 105. 

Lessons of Monetary Experience, p. 130. 
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England and Sweden but not to the same extent elsewhere. 
The League Review’s conclusion that “The low level of 
interest rates in India has probably been an important factor 
in the rise of industrial development, building-activity, and 
public utility investments in the country in recent years ’’ 
appears to be substantially correct. 

The Future of Easy Money. 

The question that has been most discussed in recent 
times is, How far is it desirable and possible to continue the 
policy of easy money? Writers, like Prof. Robbins^® and 
Grant, have argued that further continuation of cheap money 
would lead to bad investment, and that a rise in the rate of 
interest is absolutely necessary to prevent the next boom. 
Prof. Edie points out that easy money has become a fetish; 
its indefinite continuance is believed in by investors; it has 
become an article of political faith to Governments; it has 
been a potent obstacle in the way of the restoration of 
gold standard; it involves loss to the small saver and 
investor; and finally it means the abandonment of the 
important instrument of bank-rate policy for controlling the 
next crisis. He questions the ability of the Government to 
fix rates of interest at low levels for ever in the face of a 
rising demand for capital. He argues, not for tight money 
not for raising rates all round, but for giving up the extreme 
forms of easy money while keeping down mortgage rates 
and trying to bring about a greater geographical uniformity 
of rates.’® 

On the other hand, the definite need for continuing 
easy money (not as an eternal policy) under present circum¬ 
stances, mainly for Government borrowing has been stressed 
by Mr. J. M. Keynes in his recent writings in the Times. 
For a successful financial policy in preparing for and 
prosecuting the war he has pointed out that a small 
difference, say of 1 per cent, would mean a difference of 

Lionel Robbins, “ How to mitigate the next slump? ” in the 
Economic Basis of Class Conflict, p. 240. 

^®L. D. Edie, Easy Money. 
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£500 millions in the Government’s capacity to borrow. He 
argues that the British Treasury should aim to borrow all 
its requirements at not more than 2^ per cent. He refutes 
the assertion that a rise in the rate of interest is inevitable 
by pointing out that (a) in the absence of full employment 
increased savings are provided for out of an increasing 
national income as employment expands, (b) after full 
employment is attained the diversion of resources into 
consumption could better be checked by taxation and control 
of consumption than by a rise in the rate of interest, and 
(c) the capital resources required for Government purposes 
will necessarily be obtained by a system of priorities and 
by controlling the market for new issues. The disappearance 
of the old laissez-faire market has made it unnecessary to 
use “ the clumsy and expensive method of a punitive 
rate of interest payable by Government equally with 
others.” 

That it is not merely desirable but also possible to 
borrow at low rates is emphasised by Mr. Keynes. He 
stresses the immense strength of the Treasury as the principal 
borrower and points out that it is possible to dictate reason¬ 
able terms to the market. This can be done by (1) giving 
the market the increased amount of liquidity it demands, by 
appropriate banking policy, (2) by waiting till the market 
is ready—following an un-hurried programme framed with 
a view to continuous policy, and (3) by promoting confidence 
in the policy of borrowing which the Treasury intends 4o 
follow. The most important influence towards the raising 
of interest rates is the expectation that Government them¬ 
selves would raise them; hence the necessity to make it 
clear that Government are not going to borrow at higher 
rates, 

Mr. Keynes’ views seem to have been adopted by the 
British Treasury; the Bank-rate which was put up to 4 per 
cent on the outbreak of the war has been brought down 
to 2 per cent. Minimum prices have been fixed for gilt- 
edged, and the market is being nursed for the coming war 
loans. The control of new issues in the market has already 
been instituted by the formation of the Capital Issues 
Committee. 
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Thus in the near future, and at least so far as Govern¬ 
ment borrowing is concerned, a policy of easy money is 
likely to continue. The problem of preventing unsound 
developments will probably be tackled mainly through the 
control of the money market and the rationing of credit 
rather than the laissez-faire method of raising the rate of 
interest. 

It is obvious that Mr. Keynes’ views, applicable to 
Great Britain under the extraordinary conditions of ‘ war 
and large borrowings, are much more applicable to India. 
Easy money is necessary for the rapid industrialisation of 
the country. It is essential that the partial recovery and 
investment activity experienced in recent years should not 
be prematurely damped by a deflationary policy. The fact 
that banks and insurance companies have necessarily invest¬ 
ed large amounts in gilt-edged is an additional reason for 
maintaining gilt-edged prices. The rising building trade 
and public utility development of the country also require 
the stimulus of easy money. 

Immediately after the outbreak of the war there was 
a tendency for gilt-edged to sag, and Treasury Bill rates to 
harden. That tendency has been to a certain extent 
remedied now by the Reserve Bank’s action in expanding 
currency and by the influence of easy-money conditions in 
England on Indian Securities. It can, therefore, be confident¬ 
ly expected that in the near future conditions of easy money 
will continue to prevail in India.^* 


Indian Finance, Editorials on September 30, and October 14, 

1939. 




DEFICIT FINANCING* 


BY 

B, Tirumalachar. 

The rapid extension of State intervention in the field of 
private enterprise has been the most significant feature of 
the post-war years. All over the world, the State has come 
to exercise greater control over the economic organisation 
and to discharge larger functions than before. The result 
is that there has been a continued increase in both public 
revenues and public expenditures. {Vide Appendix A.) 
This increasing preponderance of Public finance in the 
national economy has laid upon the Stale new social and 
economic responsibilities, the most important of which is to 
control the frequently recurring booms and depressions 
called Trade Cycles. Public authorities in various countries 
adopted for this purpose a number of measures of which 
the policy of Deficit Financing is the most recent and the 
most interesting. 
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No doubt State action through Deficit Financing cannot, 
by itself, bring about economic steibilisation. But support¬ 
ed by appropriate monetary policy, it can largely mitigate 
the effects of a Trade Cycle. Neither the necessity nor the 
usefulness, within limits, of Deficit Financing can be denied 
by anyone. If it cannot cure the ills of our economic 

system, it can at least alleviate suffering and tide over 

periods of difficulty. 

Theory of Deficit Financing. 

The policy of Deficit Financing as an agency of eco¬ 
nomic stabilisation in an unstable economic system has been 
receiving much attention in recent years. In the United 
States, it has been called “ Pump-Priming ” and “ Lending 
for Spending Plan;” but economists adopt the more precise 
terminology of the “ Compensatory Budget Policy.” 

Broadly stated, the proposal is that the state should so 
conduct its taxation and spending policy as to ensure an 

evening out of economic activities between good and bad 

times. The state is required to pursue a restrictive financial 
policy in the boom and an expansive financial policy in the 
depression. In other words, in the boom, it retrenches 
expenditure, keeps revenues high and accumulates reserves, 
while in the depression it consumes these reserves and also 
resorts to borrowing. And since public spending has grown 
to large proportions as compared with private spending, it 
is possible to make use of public spending in order to 
counterbalance the movements in private spending. This, 
in essence, is the idea of a Compensatory Budget Policy. 

In most countries, it was realised at the outset of the 
Depression, that monetary policy, designed to lower interest 
rates and so to provide cheap money, would not be sufficient 
alone, to bring about a recovery. Even if the rate of 
interest were lowered at once, it would take time for 
businessmen to plan new development schemes, which might 
be profitable. And if, for this reason, monetary policy did 
not have an immediate effect on expenditure on capital 
goods, prices would begin to fall. As soon as prices began 



DEFICIT FINANCING 


569 


to fall, the rate of interest itself would lose much of its 
power of control over the amount spent on new capital goods. 
Businessmen would postpone expenditure on capital develop¬ 
ment, if they expected to instal the equipment at a lower 
cost in the future. 

However, if, at this point. Public authorities launched 
upon a scheme of Deficit Financing and borrowed for spend¬ 
ing on capital goods, they would thereby stop the fall in the 
price of capital goods. Such action would maintain ex¬ 
penditure on consumption goods by those producing capital 
goods and would thereby stop the fall in the price of 
consumption goods. But this kind of Deficit Financing by 
the state should be undertaken on a scale sufficient to prevent 
prices falling. It need only last long enough to enable 
banks by lowering interest rates to stimulate expenditure by 
ordinary private businessmen again. Public spending could 
be diminished as that of private business increases. 

The technique of Deficit Financing essentially consists 
in deliberately providing for budgetary deficits and financ¬ 
ing them by means of large-scale public borrowing in order 
to take up the slack left by the failure of private investment 
in a depression. Deficit Financing seeks in fact to substitute 
public spending for private spending at a time when the 
latter is not particularly active. From this point of view, 
it is but another aspect of a policy of expansion which is 
necessary to pull up the economic organisation from the 
depths of a depression. 

For economists, the policy of Deficit Financing has a 
special interest. It is for them but a practical application 
of the Keynsian theory of the “ Multiplier.” According to 
Keynes a given increase in investment will result in a much 
larger increase in national income, in purchasing power and 
in demand. The measure of increase is expressed in the 
“ Multiplier ” which is affected by such factors as the 
marginal propensity to consume, by the marginal efficiency 
of capi^tal, by hoarding and by the income velocity of money. 
Deficit Financing thus finds its justification in the theory of 
the “ Multiplier ” according to which government spending 
will increase total income, purchasing power and propensity 
\p consume by more than the amount thus publicly investetj, 
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It is, therefore, an effective instrument of recovery from 
a depression when private investment is at the lowest 
ebb. 

Swedish and American Experiments. 

Deficit Financing as a deliberate policy for correcting 
the fluctuations in private investment and so acting as a 
break in times of depression, has been notably adopted in 
Sweden and the United States. While it was a comparative 
success in the former, it has proved a failure in the latter. 

Though the financial traditions of Sweden are strict, 
yet the government had at the end of 1932 based its policy 
on the use of Budget Deficits and public works as a means 
of mitigating the depression. This policy provided for the 
expansion of government expenditure at the cost of un¬ 
balancing the Budget, borrowing for unremunerative public 
works in order to maintain employment and to increase 
expenditure on social services. For this purpose, a sum of 
231 million kroners was voted by a separate Emergency 
Budget, in May 1938. 

A very interesting feature of the government’s plan for 
adapting budgetary policy to the requirements of the trade 
cycle is the taxation of Kunjunctur investment funds. 
Companies are exempted from State and Municipal 
taxation on income which is put aside into a special 
fund for investment in buildings or equipment, in 
periods and in industries stated by the Government to be 
depressed. If the funds are used for the purposes provided, 
within six years of being paid into the special funds, they 
are finally exempted from taxation. If they are not so 
employed, then they become liable for taxation, six years 
after they are earned. 

It is true that Swedish recovery in 1933 must be 
attributed mainly to external factors such as a favourable 
balance of payments throughout 1932 and the return of 
Swedish capital in considerable volume. However, once 
recovery had begun, it was speeded up by the deficit budget 
policy of the government and the cheap money available. 

ITie effect of unbalanced budgets upon confidence and, 



DEFICIT FINAUCING 


571 


therefore, upon economic activity has been frequently 
emphasised. In Sweden, the traditions of sound feance 
have not been entirely abandoned. Budgetary deficits for 
tiding over cyclical depressions have been definitely provid¬ 
ed for by including one-fifth of such deficits in each of the 
budgets of the succeeding five years. Surpluses are 
accumulated by means of special taxes levied during the 
boom which are not reduced until the debts are finally 
liquidated. {Vide Appendix B.) The great merit of this 
system is that it makes clear to everyone that the budget is 
not really balanced until tax receipts are adequate to provide 
for a systematic and early retirement of a debt which is 
rightly regarded as temporary in character. 

In the United States, conditions were quite different 
from those in Sweden. In the trough of the Depression, 
the decline in national income was nearly 50 per cent. This 
decline in national income resulted in a disastrous falling 
off in both public and private investment. To start recovery 
it was clear that increased investment in capital goods was 
urgent, since merely meeting the existing demand for con¬ 
sumption goods would not increase incomes sufficiently to 
induce a major recovery. 

In the period of high prosperity 1923—29 for instance, 
the average annual expenditure on capital formation 
amounted to 18’3 billion dollars. The total national income 
averaged about 77 billion dollars per annum. These figures 
suggest that reasonably full employment and a fairly 
satisfactory national income level, as there were in 1923-29 
would require a quite extraordinarily large volume of 
capital expenditure. It was the margin of income which 
was created by the capital goods’ industries that filled the 
gap between prosperity and depression. It was precisely 
because for one reason or another it was not possible to 
develop any large volume of sustained investment that a 
vigorous recovery could not be initiated in the United States 
after 1937. 

The chief difficulty in the way of increased investment 
in capital goods, was the excess productive capacity. The 
poor prospects for a profitable return upon investment in 
new plant effectively choked off investors. Some new 
F. 23 
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dynamic technique had to be applied if the social and 
political crisis had to be prevented. The resort to Deficit 
Financing in such circumstances was fully justified. 

But the public authorities in the United States com¬ 
mitted fundamental errors, from the very beginning, in 
their application of the policy of Deficit Financing. In the 
first place, they roused the strong opposition of Big 
Business.” The result was that the stimulating effects, 
which the policy of Deficit Financing was designed to pro¬ 
duce, were largely neutralised. The multiplier ” instead 
of being a positive factor, became, in effect, a negative one. 
The main reason for the resistance offered was the fear in 
the minds of investors that a deficit spending policy would 
effectively reduce the future yield of investments. This fear 
promoted a liquidity preference among the businessmen with 
large investment funds which was most undesirable from 
the point of a government seeking to promote recovery. 
Added to this, efforts were made by ‘‘ Big Business ” to 
defend vested interests, which rendered Government policy 
futile in the United States at critical stages of recovery. 

In course of time, the cumulative effects of the increase 
in public debt and of the Administration’s wage- and price¬ 
raising policies produced a deep-seated pessimism. Fear 
of inflation actually produced deflationary effects, by 
undermining business confidence and so stimulating hoard¬ 
ing. The belief became stronger in the minds of business¬ 
men that a recovery started by Government spending could 
only be maintained by further spending and that govern¬ 
ment spending must ultimately compete with private invest¬ 
ment. Both the factors resuled in a reluctance on the part 
of businessmen to invest. A tendency for disinvestment in 
fact set in, which offset the effects of public spending. Thus 
the government felt it more and more difficult to continue its 
recovery policy in the face of the increasing pessimism. In 
short, the Administration in the United States did not take 
sufficient account of the psychological factors in the 
situation. 

Another significant feature of the American Recovery 
in 1937, as contrasted with that in 1933, was that it was a 
consumption, and not an investment, recovery. In other 
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words, the expansion in income, employment and output was 
based on a rise in consumption. It is true that there was 
a considerable increase in real investment; but investment 
for the most part followed consumption; it did not, except 
in a limited degree, lead the way. The demand for durable 
consumers’ goods rose to ever higher levels throughout the 
years 1935, 1936 and 1937 carrying with it an expansion 
of investment, income and employment. Government’s net 
contribution to consumption rose sharply from the close of 
1933, pumping new funds into consumers’ markets at the rate 
of about 3 billion dollars per annum. Finally in 1936, 
the Veterans’ Bonus lifted the stimulating expenditures to 
still higher figures. Thus the recovery of 1937 was pecu¬ 
liarly one based on a rise in co^umption. 

Now, a recovery resting almost exclusively on a rising 
tide of consumption can go forward only so long as the 
consumption stimulus is applied. Worse than that, it can¬ 
not even maintain the level reached, once new funds are no 
longer poured into consumers’ markets. For it is a peculiar¬ 
ity of business activity, linked closely to consumption 
demands, that once consumption ceases to rise, there are 
forces at work causing contraction. Consequently, as soon 
as the income-creating government expenditure on which the 
rising tide of consumption was based, slowed down, recovery 
was arrested. 

Stated in general terms the 1935—37 recovery in the 
United States was based on the principle of ‘ Acceleration ’ 
rather than on that of the ‘Multiplier.’ In the past, the 
principle of ‘ Acceleration ’ played a minor part in causing 
the turning-point from contraction to expansion. But in 
the recent recovery, the principle of ‘ Acceleration ’ operat¬ 
ed with full force, as the rate of investment was closely 
geared to the rate of consumption. The implications of this 
principle were very clear. So long as consumption rose, 
there was need for renewals and for more plant and equip¬ 
ment to satisfy the growing consumption demand; but, as 
soon as consumption flattened out, Aere was no need for 
any investment in plant or equipment. To supply the 
current level of consumption, it was only necessary to main¬ 
tain the existing equipment. The output of investment- 
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goods, therefore, fell to the level of mere replacement, which 
indeed in many lines could, for a considerable period, be 
wholly deferred, especially as the existing equipment was 
relatively new. Consequently, as consumption was re¬ 
duced, net investment ceased and there remained only repairs, 
upkeep and some essential replacement. As net investment 
ceased, employment declined in the capital goods industries; 
and in the succeeding period, as consumption itself flatten¬ 
ed out, net investment began actually to fall off. This was 
the dilemma which confronted a recovery based on a stimulus 
to consumption. Such a recovery had no inherent power to 
complete its own development. 

Finally, it may be pointed out that the relative failure 
of Deficit Financing to generate complete recovery in 
America was due mostly to a default on the part of the 
Administration. At a critical moment, the government 
yielded to the powerful influence of the opponents of its plan 
of recovery and to the fear that the people would not follow 
it any further. In March, 1937, the campaign against the 
alleged consequences of the inflation, which was declared to 
be inevitable, if the government followed its spending 
policy, reached its height. The Administration suddenly 
stopped its income-increasing expenditure as it had changed 
its policy of deliberately raising prices. A collapse of 
confidence on the part of business followed as a result. 
This started a runaway deflation which rapidly deepened 
into a major recession. 

There were adequate reasons for the government to 
become nervous. The Federal debt on July 1, 1933, was 
22,500 million dollars; on July 1, 1940, it would be close 
to 44,000 million dollars. The deficit for 1938-39 was 
nearly 4,000 million dollars; but only half of this could be 
regarded as investment in the economic sense. In addition 
to this, the government was committed to an expenditure of 
about 7,000 million dollars which could not be effectively 
reduced. Ihe real problem was to raise the national income 
to a point where this irreducible expenditure could be sus¬ 
tained ; and it was the fear that this could not be done which 
defeated the aims of Deficit Financing. Consequently as 
soon as the Administration put a stop to public investment. 
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private investment followed only too readily, and there en¬ 
sued the disastrous fall, which unjustifiably discredited the 
policy of Deficit Financing as a method of recovery. 

Critique of Deficit Financing: Objections to Deficit 
Financing Considered. 

Some general objections have been raised against the 
principle of Deficit Financing as a method of recovery. In 
■the first place, it is argued that Deficit Financing compels the 
rentier class to make disproportionate sacrifices through the 
inevitable depreciation of the currency. But the position 
of the rentier is left ultimately untouched inasmuch as 
Deficit Financing enables the existing price-income-structure 
to be maintained. The only alternatives are to finance re¬ 
covery by taxation or to reduce the standard of living in 
order to get prices and costs into balance again. The 
method of taxation falls heavily on the higher incomes of the 
rentiers since many lower incomes have disappeared and 
most have shrunk seriously. It may, in fact, become an out¬ 
right capital levy. The method of Deficit Financing, on the 
other hand, avoids the high tax-burden, while it increases the 
proportion of the national income to which ihJf bondholders 
are entitled. As a matter of fact, Deficit Financing is but a 
compromise between inflation which would lead to depre¬ 
ciation of currency rapidly and continuously and deflation 
which could maintain the purchasing-power of bondholders 
at all costs. Depreciation makes money less efficient as a 
means of exchange; it cannot abolish interest altogether; nor 
can it by itself cure depressions. But, since continuous de¬ 
preciation is inevitable under existing economic conditions. 
Deficit Financing is probably the least objectionable method 
of assisting recovery, without at the same time losing control 
over its too rapid speed, 

A second important objection against Deficit Financing is 
that large loan expansion for attaining recovery defeats its 
own ends, because the only possible investors are the people 
and institutions who already own the bulk of the national 
debt. Hie net effect, it is argued, is to increase the concen¬ 
tration of wealth in the hands of existing bondholders. But 
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the enlargement of the economic power of the rentiers is 
neutralised, to a large extent, by a drastic reduction in the 
rate of interest. By cheapening money. Deficit Financing 
avoids at least some of the evils of concentration. It must, 
however, be admitted that Deficit Financing does not appre¬ 
ciably bring about equality of incomes by a redistribution of 
wealth. In fact, it results in greater inequality. But re- 
"wvery of investment, which is the main object of Deficit 
Financing, is not quite the same as the reform of the invest¬ 
ment system. 

Another objection advanced against a policy of Deficit 
Financing in times of depression is that it represents merely 
a diversion of resources from private industry to public 
enterprise, especially by raising the costs of borrowing. 
But there is usually during depression periods a surplus of 
idle funds seeking secure investment at attractive returns, 
which private enterprise is unable or unwilling to utilise. 

/•Its use by public bodies need not, therefore, necessarily in¬ 
volve the transference of spending power from private enter¬ 
prise, inasmuch as this capital might otherwise not have 
been utilised at all. On the other hand, if the expansion 
of government expenditures is accompanied by an expansion 
of credit, additional means of payment may be created and 
a net increase in employment effected; and this, in turn, by 
bringing about increased consumer and producer demand 
and stimulating industry, could relieve the credit contraction 
which characterises the downward trend of business 
activity. 

Finally, one popular objection against expansion by 
Deficit Financing, during depression, may be more briefly 
dealt with. The objection that the additional debt contract¬ 
ed involves a future increased burden of taxation rests on 
a confusion of thought. Business recovery, when it occurs, 
is likely to bring increased tax receipts without the imposi¬ 
tion of additional taxation. It is precisely the contraction 
of incomes consequent upon a decline of business activity 
that is responsible for the increase, during depressions, of 
the real burden of fixed indebtedness, othtr words, if 
the policy succeeds, its cost will be more man made up, by 
the restoration of business activity. 



DEFICIT FINANCING 


577 


Limitations of Deficit Financing. 

There are, however, certain positive limitations to the 
policy of Deficit Financing. In the first place, if business 
depression continues for a prolonged period as a result of 
deep-seated forces involving secular readjustments to funda¬ 
mentally changed conditions, as happened in Great Britain 
and Germany during the post-war decade. Deficit Financing 
cannot be expected to provide a permanent relief, except at 
the cost of at least an approximately equivalent contraction 
of private expenditures. The only claim that can be advanc¬ 
ed is that, when private industry is unwilling to expand, 
additional employment and purchasing-power can be pro¬ 
vided temporarily in order to give the stimulus needed in 
order to bring about a revival of activity. 

There is a second and a more fundamental limitation. 
Sustained recovery must, of necessity, under the existing 
economic order, be dependent almost wholly upon the revival 
of business spending. Public expenditures normally cons¬ 
titute a small proportion of all expenditures for any feasible 
expansion of the former to take the place of business spend¬ 
ing. Public spending has to ‘ Prime the Pump ’ of private 
spending in a depression. It can do this only, if its effect 
is to strengthen business confidence which is a necessary 
condition for the resumption of business spending. 

However, there is a danger for various reasons, that 
large public expenditures financed by budget deficits may, by 
causing private enterprise to reduce its expenditures, deepen 
rather than relieve a depression. This danger is likely to be 
specially great when the accelerated outlays are made not as 
part of a long-range programme of alternate expansion and 
contraction, but are undertaken in an emergency, merely to 
‘ support the market.’ 

Greatly enlarged public spending, especially if there is 
doubt as to how long the policy will be continued, may be 
looked upon by the business community as creating a highly 
artificial situation. Instead of expanding operations, business¬ 
men might well, in these circumstances, postpone their com¬ 
mitments. On the other hand, if the results expected by the 
government from increased expenditures are slow in appear¬ 
ing, and if, because depression continues unabated, the 
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government borrows and spends progessively latter suras, 
probably in the face of declining revenues, the rapid conse¬ 
quent growth of the public debt may engender fear of 
ultimate inflation. The more severe the depression, the 
greater is the danger likely to be. And a fear of ultimate 
inflation may have deflationary effects, by finding expression 
not in the buying of commodities, but in the sale of bonds, 
the hoarding of cash and the flight of capital, with consequent 
weakening of the banks, and a competitive struggle on their 
part for liquidity. Thus the cost of new borrowing may be 
raised to a prohibitive point. 

Finally, it is too much to assume that the method of 
loans for public works is the inevitable means to recovery. 
It is based on the belief that at the moment when private 
owners of capital seek liquidity and shun investment, govern¬ 
ment cannot escape responsibility for maintaining employ¬ 
ment by forcing investment through public works. The 
theory that only in this way can a recovery be set on foot 
needs more critical examination from the social and poli¬ 
tical points of view. 

Fluctuations of prosperity and depression are so closely 
connected with social and political equilibrium that the 
solution of this problem cannot entirely depend upon eco¬ 
nomic forces alone. That credit is contracted, production 
curtailed and investment retarded at the moment of crisis is 
the central fact which is exercising the minds of the politi¬ 
cians and social reformers as much as that of the economists. 
Any suggestion to solve, the problem merely by eco¬ 
nomic rneans would be to attempt the impossible, and to 
ignore the essential unity of the economic and political 
spheres. Further State interference with private enterprise 
under Deficit Financing is certain to bring about transfers 
of income among the different sections of society and to result, 
to a certain extent, in a redistribution of wealth. The new 
problems that arise can be solved only by a combination of 
social as well as economic measures. 

Advantages of Deficit Financing. 

In spite of these limitations, Defic^f Financing has cer- 
ain important advantages. In the first place, it essentially 
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fulfils the function of acting as a balancing factor. During 
depressions, the policy aids in correcting these maladjust¬ 
ments, which are the cause of depressions and during pros¬ 
perity, in preventing their development. The problem can¬ 
not be easily solved a priori since very much depends upon 
both the manner in which the policy is put into effect and the 
varying complex of the circumstances of the situation. The 
danger that the policy will prove a hindrance rather thap a 
help is likely to be reduced in proportion as it forms part of 
a programme of long-range planning. If the government 
expenditures have been carefully planned, they should assist 
in removing the causes of the depression because most mal¬ 
adjustments are more easily corrected on a rising market 
than on a falling one. 

There is another advantage of Deficit Financing. By 
spreading their expenditure over a long period of years, 
i.e., by incurring deficits in bad times and by making them 
up in good times—certain economies will be obtained by 
the public authorities. When times are bad, prices are 
likely to be lower than when times are good, for the money 
demand for goods in general is lower in bad times than in 
good times. They will, therefore, be buying on a large scale 
when prices are low, and buying little when they are high; 
so that the costs of the public works undertaken over a 
period of years will be less than it would have been if the 
development were undertaken at a steady rate. 

Besides, as the monetary authorities lower the interest 
rates in bad times and raise them in good times, the public 
authorities will be in a position to borrow money on better 
terms in bad times than in good times. From the financial 
point of view they should borrow in bad times, when they 
can do so cheaply and should use the surplus which they get 
in good times to pay back what they have borrowed; for, 
when the rate of interest is high, the price of fixed interest 
securities will be low and the public authorities will be able 
to buy back their own securities at the lowest possible price.^ 

Further, a temporary increase in capital expenditure 
based on budget deficits will prevent a depression, which 
will, by itself, prevent a further fall in the public authori¬ 
ties’ ordinary revenue and a rise in their current expenditure. 

F. 24 
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If an increase in capital expenditure causes revenue to be 
greater and current expenditure to be less than it otherwise 
would have been, the real cost to the budget of the increased 
capited expenditure is the sum necessary for this expendi¬ 
ture minus the rise in revenue and the fail in current 
expenditure, due to the increased trade activity caused by 
the capital expenditure. From a strictly budgetary point, 
for instance, the government, when it is contemplating the 
expenditure of an additional £10 millions on houses should 
subtract from this cost the decreases in its expenditure on 
unemployment relief and the increase in its receipts from 
income-tax due to the fact that this extra expenditure will 
increase employment and taxable income. Thus the cost to 
the budget of increased public expenditure is less than the 
actual sum spent directly by the public authorities. 

Finally, by far the most important benefit derived from 
Deficit Financing in a depression is its ‘ secondary ’ effects 
on employment, income and prices. Increased public ex¬ 
penditures on capital development give employment not only 
to men directly engaged on the projects on which money is 
spent, but also to those producing and transporting the con¬ 
struction materials required. This employment direct and 
indirect may be called ‘ primary ’ employment created by 
the gross amount of the initial new expenditure. But the 
increased purchasing-power, resulting from the additional 
aggregate incomes received by those thus engaged, will in 
turn, be expressed in increased demand for other goods 
which will further increase employment and income, and do 
in a series of waves. The employment created by these 
repurcussions may be termed ‘ secondary ’ employment 
created by the initial additional public expenditure on 
capital works. 

But although the process is cumulative, its effects do 
not multiply indefinitely. At each stage, because of vari¬ 
ous leakages, whose magnitude will depend upon the phase 
of the business cycle, a certain proportion of the increased 
income will not eventuate in increased employment. Some 
of the added income will be saved, seme will merely be a 
substitute for previous expenditure by private business and 
mine will be used to pay off old debts. Some of the 
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increased income may be spent on imports or raise prices and 
thus diminish consumption, unless producers spend their 
increased profits. During a depression there would probab¬ 
ly be less leakage on the score of higher prices because there 
would be a great deal of unused productive capacity, so that 
industry can have increased gains by a larger turnover at the 
same price. 

Hie problem then is to discover the total employment, 
primary and secondary together, created by a given amount 
of additional ‘ loan expenditure ’ to ascertain what Keynes 
called the “ Multiplier ” relating the total employment to 
the primary employment. Hie object of a wise policy of 
Deficit Financing should be to make the “ Multiplier ” as 
large as possible, by trying to reduce the leakages to the 
lowest level. 

Conclnsion. 

The policy of Deficit Financing is a very delicate in¬ 
strument of control to be applied with great care. In the 
present competitive capitalist system, private investment is 
after all the dominant factor and Deficit Financing has to 
‘prime the pump’ of private investment in a depression. And 
so the public authorities must apply the policy in such a way 
as not to produce deflationary effects in the field of private 
investment by undermining the confidence of businessmen. 
Besides, Deficit Financing is only a temporary measure, the 
reduction of interest rates by monetary policy being the 
main and permanent instrument of control. There must, 
therefore, be careful co-ordination between monetary policy 
and public expenditure policy. As soon as a depression 
starts, the public authorities should speed up their expendi¬ 
ture sufficiently to prevent it; and the monetary authorities 
should lower the rate of interest and should continue to 
do so as long as expenditure by public authorities has to be 
maintained at a high level. 

Further, the public authorities must imdertake the 
policy of government spending at the right time. If under¬ 
taken properly at the time the pendulum of employment, 
income and price starts to wing in a downward direction, the 
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influence of the prompt expedition of public spending is 
effective out of all proportion to its size. Timeliness multi¬ 
plies the effectiveness of the policy of expanded public 
expenditure during a depression. 

Once these limitations are overcome. Deficit Financing 
can be used as a powerful method ^ regulating private 
enterprise. It can, not only “ prime the pump ” in a de¬ 
pression but also control the too rapid expansion of business 
in prosperity. It enables the public authorities to speed up 
recovery at minimum cost to the exchequer; for, they will 
borrow capital and spend it at a time when interest rates 
and prices are low and spend it when labour is plentiful 
and cheap and costs of equipment low. Besides, they can 
obtain the full benefits of the ‘ secondary employment ’ and 
maximise the ‘ Multiplier ’ by keeping the leakages ’ well 
under control. And, when the recovery is in full swing and 
business is on the upswing, the government can slow down 
public spending and redeem its bonds cheaply at a time 
when their price is low and its tax-receipts are increasing. 

A policy of Deficit Financing is eminently suited to a 
country like India. For a long time, the tradition in India 
has been to look to the government for initiative in the eco¬ 
nomic field. The government has been the dominant 
factor; while the government has led, private enterprise has 
only followed. Besides, in India there is no ‘ Big Business * 
as in the United States, with powerful vested interests to 
contend with. 

Further, India like Sweden has always maintained the 
traditions of sound finance. Her budgets are usually 
balanced and whenever the governments—^both central and 
provincial— have borrowed and have incurred budget defi¬ 
cits for the purpose, they have done so only to invest in safe 
self-liquidating projects. Again, definite provision is gene¬ 
rally made in the budgets of the succeeding years to make 
up for any deficits in the previous years. 

Besides the ‘ secondary effects ’ of Deficit Financing 
can be fully secured in India. The ‘ Multiplier ’ can be 
made to attatin the maximum limit and leakages kept down 
to the minimum. India’s economy is almost self-suflicient, 
her foreign trade being only a small proportion of her total 



DEFICIT FINANCING 


583 


trade. Moreover, unlike the advanced industrial countries 
of the west, there is an absence, in India, of any scheme of 
unemployment relief paid for out of loans, so that incomes 
of Indian workers from increased public expenditures are 
likely to be, in the main, additional incomes. 

The final evaluation of a policy of Deficit Financing as 
an instrument of economic stabilisation depends upon how 
far the perpetual conflict between business and government 
can be reconciled. Private enterprise, operating in a per¬ 
fectly free market can function automatically with a high 
degree of efficiency and achieve a high level of employment. 
At the opposite extreme, a highly centralised authoritarian 
state can also, by itself, command and direct the productive 
resources with equal efficiency. But in the present hybrid 
economy which is neither free nor regimented the economic 
organisation continues to be subject to frequent booms and 
depressions, which can be controlled only by artificial cor¬ 
rectives such as monetary policy, Deficit Financing and 
consumers’ credits. And, so long as this system of imper¬ 
fect competitive capitalism exists. Deficit Financing, in 
combination with the other methods, has an indispensable 
function to perform as an effective instrument of regulating 
private investment and so bringing about economic 
stabilisation. 
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State Revenue, Expenditure and Budget Surplus (+) or DeBcit (-) (National currency. 000,(Ws) 

A. Total Receipts; B Total Expenditures; C. Surplus (+, or Deficit (- 
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APPENDIX B 


Swedish Public Investment and Bud^tary Surplus (-{-) or 

Deficit (—) 

Kronor (OOO.OOO’s) 



Total 

Capital 

Inrestments 

Budget Surplus (plus) 
or Deficit (—) 

1929-30 

47T 

plus 

69-7 

1930-31 

430 


43-3 

1931-32 

795 


-409 

1932-33 

96-3 


-75-3 

1933-34 

169-2 


-947 

1934-35 

288-0 


-119-8 

1935-36 

... ... 157-6 

plus 

19-2 

1936-37 

139-7 

do. 

170-4 

1937-38 

(estimates) 1262 

do* 

20-8 

1938-39 

(estimates) ISS'S 

do. 

19-1 


From the above table, it is clear that total State invest¬ 
ment was substantially increased after 1932 and was reduced 
again in the later stages of the recovery. Moreover, by 
means of increased revenue, due both to increased rates of 
taxation and also to the general recovery of trade, the debts 
incurred for financing public works have been successfully 
repaid from the budget surpluses of subsequent years of 
active trade. Preparations have been made to continue 
this policy in any future slump. At the end of 1937, a 
report was issued which analysed the capital expenditure 
plans of central and local authorities for future periods of 
five and ten years, so that schemes of development may be 
held in readiness. Besides, a special supplementary budget 
of 257 million Kronor was introduced for 1938-39 which 
empowered the government to spend this sum on additional 
works of construction if a new depression developed. 

'—From fhe World Economic Survey, 1938-39, 
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APPENDIX C 

The following table shows that in most cases there is an 
increasing proportion of total expenditures to total national 
income. 

Total State Expenditure as a Percentage of Total 
National Income 



1929 

’32 

’33 

’.36 

’37 

’38 

United States ... 

7 

14 

14 

13 


.. 

Sweden 

10 

15 

15 

13 

... 

... 

United Kingdom 

18 

22 

19 

18 

19 

23 

Prance 

18 

23 

... 

21 

20 


Germany 

11 

13 

13 

**. 

• • • 

• t* 


—From The World Economic Survey, 1938-39. 



RECENT DEVELOPMENTS IN CENTRAL 
BANK TECHNIQUE^ 


BY 

B. R. SuBBA Rao, Dip.-in-Com., 

Lecturer^ Mysore University. 

In a free capitalist community with a modem monetary 
byslem the Treasury Department of the Government and the 
central bank may be said to constitute the monetary author¬ 
ities of the land. They are endowed with the power to do 
this or that which has the effect of modifying the quantity, 
the circulation and the value of the country’s money and the 
terms governing the issue of credit so as to balance the 
effect of the fluctuating factors on the price level. 

The main object of monetary control is to promote the 
use of money in such a way as to facilitate full production 
and employment. In the words of the Australian Royal 
Commission on Monetary and Banking systems, the aim of 
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monetary policy is “ to assist with all the means at its dis¬ 
posal ... the general objective of the economic system, 
namely, to achieve the best use of our productive resources, 
both present and future.” The attempt to realise this aim 
has led, among other things, to the development of varied 
types of monetary practices. 

Problems of banking policy, in particular, have become 
a major problem in all modem communities. The central 
banks and the treasuries, either acting independently or as 
it happens frequently in conjunction with each other, have 
extended their control over the issue and circulation of 
currency and credit. The distinction between the exer¬ 
cising of an influence over the quantity of money and over its 
circulation and use has been clearly emphasised. For 
example, it is one thing to provide an ample basis for a large 
expansion of credit during a depression but it is quite a 
different thing to see that it is made use of in the desired 
manner by the members of the community. In the field of 
monetary practice, several expedients have been employed 
to stimulate the industrial circulation and consumers’ spend¬ 
ing power and to overcome the reluctance of the public to 
borrow and make use of the resources created either by the 
Government or the Central Banks. 

It is only in recent years that central banking has receiv¬ 
ed much attention. Before the 1914^—1918 war, the Bank 
of England, the Bank of France and the German Reichs 
Bank, among others, were recognised as central banks. 
Their chief distinguishing feature was the practical mono¬ 
poly of note-issue privilege which they enjoyed under the 
charters granted to them. Under the Gold-standard as 
practised till 1914, each country fixed the weight of gold 
which a given amount of its legal tender money would buy 
or vice versa. Arrangements were made by the monetary 
authorities for conversion of gold into currency and cur¬ 
rency into gold. There existed an automatic connection 
between holdings of gold and currency expansion and credit 
issue. The volume of currency and credit varied with the 
gold holdings of the central banks. Gold thus occupied a 
controlling position in the policy pursued by monetary 
authorities. The first practical suggestion that gold move- 
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ments need not exercise control over currency and credit 
appeared in the Report of the Genoa International Confer¬ 
ence in 1922. It has been possible to give effect to this 
suggestion largely by the creation of central banks in the 
various parts of the world and by endowing them with 
powers to regulate the issue of currency and credit. 

In the post-war years, central banks have been estab¬ 
lished in various parts of the world. Of the countries with 
entirely independent currency systems, only two—^Brazil and 
Venezuela—do not yet possess central banks. Since 1929 
new central banks have been created in fourteen countries 
and important amendments have been made to the statutes 
of the older central banks. Several of these provisions 
represent departures from the traditional prescriptions 
drawn up before the war or in the post-war reconstruction 
period. These changes appear to have been prompted 
largely by the desire to introduce greater flexibility in cen¬ 
tral bank technique and extend their control over the 
commercial banks. The amendments and developments en¬ 
visaged by the statutes fall into three clear divisions:— 

(/) Provisions governing the issue of currency by 
the Central Banks—the legal reserve require¬ 
ments of central banks as against the note- 
issue. 

(/i) Provisions regulating the issue and circulation 
of credit in the community—the powers of 
control of the central bank over the com¬ 
mercial banks and the money market. 

(Hi) Provisions extending the scope of central banks 
in the field of advances and discounts. 

The function of note-issue was one of the first func¬ 
tions to be entrusted to central banks. The minimum 
reserves which central banks are required to keep against 
note-issue are of two distinct types. In England, Japan and 
Norway a fixed fiduciary issue is permitted, notes in excess 
of this issue being covered by specie. In France, Germany, 
Italy and the United States a proportional or a percentage 
reserve is required. Sweden has a combination of the two 
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systems with a fixed fiduciary issue and a 50 per cent 
required reserve on notes in excess of the specified figure. 
Since the departure of the world’s great trading countries 
from the Gold Standard, the central banks are not required 
to redeem their notes on demand. Therefore the question 
of the adequacy of the metallic cover held by the central 
banks has not now the same significance as it used to have 
in earlier years. Accordingly variations in the reserve 
requirements have become more frequent in recent 
years. 

Countries with the fixed fiduciary issue have varied the 
fiduciary limits from time to time. The limit was fixed, for 
example, in England at £260 millions by the Act of 
November, 1928. This was raised to £275 millions on 1st 
August, 1931. This was lowered again to £260 millions on 
31st March, 1933, and to £200 millions on 15th December 
in the same year. In November, 1937, it was raised to 
£220 millions. These variations have largely coincided 
with the changes in the movements of foreign funds and 
the efforts on the part of the monetary authorities to offset 
these movements. Similarly in Japan and Sweden, the 
alterations in the limits of fiduciary issue have marked the 
beginning of a change in credit policy. 

The recent discussions of the reserve requirements in 
countries that follow the proportional or percentage method 
and the legislation undertaken by them for regulating the 
reserves show a tendency to favour a reduction of the legal 
requirements. The Preparatory Commission of experts for 
the World Economic Conference recommended such a reduc¬ 
tion. Some of the plans considered by the Conference 
favoured the upper limit of 25 per cent as the requisite 
reserve for central banks. The minimum legal reserves of 
some of the new central banks^ were fixed accordingly at 
25 per cent against both notes and sight liabilities. 

During the post-war reconstruction period, high reserves 
were held in great favour. Perhaps in view of such a ten¬ 
dency, governments have not been in favour of doing away 
altogether with the legal reserve requirements. Yet the 

’ Argentine, New Zealand and Canada. 



RECENT DEVELOPMENTS IN C. B. TECHNIQUE 591 


tendency to reduce the legal requirements in respect 
of currency reserves may be said to be in the right 
direction. 

In the post-war world and specially in the post¬ 
depression world, monetary conditions have altered consider¬ 
ably. Central banks have come to exercise considerable 
influence over the volume and terms of credit in a community 
and through this over the quantity of output and levels of 
employment. This is both the cause for and the result of 
the extension of the powers and control of the central bank 
over the commercial banks and the money market. The 
need for extending the powers of the central bank was 
forcibly recommended by the Macmillan Committee on 
Finance and Industry. The development of credit control 
technique has necessitated the adoption of both active and 
passive measures by the central banks. 

A change in the economic life of the community ob¬ 
viously necessitates an alteration in the credit structure. 
This is attempted to be done by the central bank either by 
undertaking on an extensive scale open-market operations or 
by a variation in the commercial bank reserve ratios or by 
both.® Besides it has become increasingly necessary for 
the central bank to insulate the credit structure from non¬ 
economic disturbances. By a process of “ offsetting ” of 
gold and foreign capital movements either directly, as in 
the United States, or indirectly through the medium of 
Exchange Equalisation Funds, as in the United Kingdom, 
central banks have attempted also to improve their shock¬ 
absorbing capacity. 

A central bank bases its power to control credit on its 
position as the ‘ ultimate source of cash ’ in the country. 
By increasing or decreasing the cash reserves of the com- 

® The discussion of the traditional method, r>iz.. the bank-rate 
policy is omitted here. Before the Great War, this was employed 
as the principal instrument of credit control by central banks. In 
recent years, its importance has declined relatively to other methods 
of control such as open-market operations and variable reserve 
ratios. The qualitative distinctions between investment and com¬ 
mercial credit expansion and contractio»i and the practices relating 
thereto have not been considered in this paper in detail. 
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mercial banks, the central banks will proportionately 
increase or decrease the quantity of money and bring about 
changes in credit structure. This is done through the open- 
market technique. 

In pre-war years the Bank of England, for example, 
employed this technique to a limited extent, as a supplement 
to the bank-rate policy. The only other bank which under¬ 
took some form of open-market operations was the Reichs 
Bank. Recently, however, this has been very much enlarged 
and improved. The power to undertake open-market opera¬ 
tions is now possessed by the majority of central banks in 
the world. 

Open-market operations which have the effect of 
changing the aggregate amount of the deposits held by the 
bankers are distinguished from those operations which con¬ 
sist in changing the form of the assets held by the bankers 
without altering materially the quantity of funds. Ihus the 
central banks have come to rely on this technique both for 
the quantitative and qualitative control of credit. Central 
banks indulge in open-market operations for avoiding 
disturbances in the money market caused by the seasonal 
movements of government funds and the inflow and outflow 
of gold. This particular aspect is being systematised in 
recent years. The establishment of the Exchange Equalisa¬ 
tion Funds has further strengthened the hand of the central 
banks in insulating the internal credit system from external 
(fisturbances. The development of open-market policy 
associated with the creation of favourable monetary condi¬ 
tions for production and trade has been coming into greater 
prominence. The development of this practice is seen more 
clearly in the ITnited States of America than in the United 
Kingdom. 

Open-market operations have been undertaken for 
various reasons. The more important among them have 
been mentioned below:— 

1. to enforce bank-rate policy by making the rate 

effective in the short-term market; 

2. to achieve day-to-day offsetting of temporary 

market maladjustments (e.g., tax payments); 
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3. to offset seasonal gold movements and thus 

maintain the market on an even keel; 

4. to offset the effects of abnormal movements due 

to some exterior influence and not to the 
more ordinary items in the balance of pay¬ 
ments; 

5. to increase the liquidity of the market when eli¬ 

gible paper is lacking: 

6. to affect long-term interest rales; and 

7. otherwise to assist in enforcing long-term 

policy.® 

The h'ast controversial form of open-market policy is that 
undertaken to enforce the bank-rate policy. This was 
employed on the London market during the last century. 
Before the war of 1914—18 such intervention in the market 
was done through long-term government securities. Recent¬ 
ly, however, the growth of the floating debt has made deal¬ 
ing in Treasury bills the most parcticable method in 
England. Ihe other purposes, viz., offsetting of seasonal 
and abnormal movements in the market, influencing long¬ 
term trends, etc., have been largely responsible for the 
continued development in the use of this technique. The 
chief argument in favour of furnishing the central banks 
with this weapon is that in this way credit control can be 
more easily enforced. 

The development of this technique rests largely on the 
extent of the power and influence of the government over 
the money market and the monetary policy prevailing in a 
country. Co-operation between the central bank and the 
government and the mutual understanding among the various 
central banks—these are also important considerations that 
influence the nature and extent of the results achieved by the 
use of his new weapon of credit control. 

^ The Reserve Bank of India Act u ith Notes and^omnionts. by 
A. Ramaiya (Appendix A)—Extracts from a paper \ubmitled by 
the Bank for International Settlements lo the Preparatory Com¬ 
mittee of Experts of the World Economic Conference, 1933. 
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Though the provisions in the statutes of central banks 
in the majority of countries authorise open-market opera¬ 
tions in the accepted sense of the term, the scope of the 
operations as well as the methods employed vary from 
country to country. The variations in the nature and scope 
of the technique may be classified into three groups:— 

1. The statutes of certain central banks provide for 

the purchase of securities for certain speci¬ 
fied purposes which are not generally 
included in the accepted sense of the term. 
For example, the German central bank is 
authorised to purchase securities as supple¬ 
mentary cover for the note-issue. 

2. While certain countries have followed the Anglo- 

Saxon practice of confining the operations to 
government securities, like the Treasury 
bills, others have added other securities for 
the [»urpose of open-market transactions. 
For example, bankers’ acceptances and com¬ 
mercial bills and debentures are permitted in 
the Netherlands and Denmark respectively. 

3. The majority of countries do not restrict the 

amount of securities which a central bank 
may deal in for purposes of open-market 
policy. A few, however, restrict the scope 
of these operations. The operations of the 
Argentine Central Bank, for example, are con¬ 
fined to 400 million pesos and those of the 
National Bank of Belgium to 1000 million 
francs. 

The detailed working of this technique varies according 
to the structure of the market in which the central bank 
operates. For example, the way in which open-market 
operations work is not the same in England and the United 
States of America. Before the establishment of the Ex¬ 
change Equalisation Fund, the Bank of England combined 
the routine operations of day-to-day adjustment with the 
offsetting of the results of abnormal gold movements. Day- 
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tO'day adjustments in the United States, however, have been 
mostly brought about through re-discount operations. Open- 
market operations involving the purchase or sale of short¬ 
term government securities have been employed in the 
United States more as a means for executing long-term 
trends in monetary policy. Open-market practices in the 
United States have sometimes not affected the total Reserve 
credit outstanding; they have merely led to a change in the 
assets—^the holding of more Government Securities and less 
re-discounted bills, or vice versa. It is hazardous, therefore, 
to presume that the experience gained in one market is 
directly applicable to die conditions in another. 

Another method has been devised for the purpose of 
increasing or decreasing the available supply of bank money. 
Central banks are given the power to decrease and increase 
the minimum cash reserves to be maintained with them by 
the member banks. Statutory centralisation of member- 
bank reserves was first introduced in U. S. A. under the 
Federtd Reserve Act of 1913. The member banks of the 
Federal Reserve System are requird by law to maintain a 
proportion of their balances with the Reserve Bank, the 
proportion being fixed with reference to dieir deposit liabi¬ 
lity. The proportion of reserves to deposits actually held 
depends on the division of the member banks’ deposits 
between demand deposits and time deposits. Under the 
amending act of 1917, the legal cash ratios were fixed at 
3 per cent against time deposits and 7, 10 or 13 per cent 
against demand deposits according to the geographical posi¬ 
tion of the banks. In England, however, there are no such 
legal requirements. The cash ratios of the commercial 
banks are determined by custom. It can be determined at 
the will of the commercial banks. A very satisfactory con¬ 
vention has, however, been built up in England. 

Under the American system the law did not, however, 
provide for a contingency in which the surplus reserves held 
by the member banks might precipitate an inflationary in¬ 
fluence. The continuous gold flow into the United States in 
recent years produced a state of affairs which had hardly 
been thought of in pre-depression period. It was impossible 
for the Reserve system to bring any contractionist pressure 
F. 26 
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to bear by the sale of securities. To meet this extraordi¬ 
nary situation, the Banking Act of 1935 empowered the 
Federal Board to vary any or all the legal ratios. The 
excess reserves in the United States were brought down from 
about 2000 million dollars in December, 1936, to 900 
million dollars by December, 1937. An increase in reserve 
requirements has not only eliminated the accumulation of 
excess reserves with the member banks but at the same time 
has limited effectively the possible expansion of bank credit 
even on the basis of the reserves remaining after the 
increase. Variation in Reserve Ratios has, therefore, been 
regarded as a more effective means for the control of credit 
inflation than the sale of securities in the open market. 

This has been regarded as an important adjunct to the 
powers of central banks. It has been adopted by several 
countries which have established new central banks. This 
method will probably be more widely adopted and develop¬ 
ed in the future either as an alternative to open-market 
operations or as a supplement to them. 

A number of restrictions were placed in the earlier 
statutes of the central banks on their dealings with the member 
banks, the government and the business community. The 
requirements of commercial paper that could be offered for 
re-discount and the purposes for which advances could be 
issued were rigidly defined in the statutes of the earlier 
central banks. The scope of central-bank operations was 
thus severely limited under statute. The provisions contain¬ 
ed in the new statutes and the amendments made in the old 
statutes since 1929 show a marked extension of the loan 
and discount operations assigned to the central banks. 

The conditions governing discounts and advances issu¬ 
ed by the central banks have been liberalised in certain 
countries. Direct industrial and commercial advances, for 
example, have been permitted in the United States of 
America, Italy and New Zealand.* Central banks have been 
authorised to accept new types of securities as a collateral 
for their davances. ITie Glass-Steagall Act of 1932 in the 

^United States of America. 1931. Act, Italy. 1936 Act, and 
New Zealand, 1936 Act. 



RECENT DEVELOPMENTS IN C. B. TECHNIQUE 597 


U. S. A. provided for the relaxation of the requirements 
relating to collateral security. The Banking Act of 
1935 has further liberalised these conditions. The rigour 
of eligibility in the matter of re-discounting has been 
very much reduced. The laws passed in France during the 
last three or four years and recently in the United States 
(Finance paper, Consumers’ paper, construction loan notes) 
afford the most striking examples of the variety of new types 
of paper admitted for re-discounting. In the statement 
of general principles prefacing the new regulations in 
October, 1937, which replaced those of 1930, the Board of 
Governors of the Federal Reserve system^declared “ that in 
passing upon applications for discounts or advances of 
member banks. Federal Reserve banks are expected to con¬ 
sider not only the quality of the paper submitted but also 
whether or not it is in the public interest to place additional 
funds at the dispsal of the member bank in question . . .” 
and “ that the lending function of the Federal Reserve banks 
is not automatic, but is an instrumentality of the system’s 
general credit policy.” 

The liberal measures of reform outlined above have 
been undertaken for various reasons. The desire to improve 
the position of the commercial banks in times of difficulty, 
the need to finance the increase in expenditure of public 
departments without recourse to the capital market and the 
necessity for supplying credit to certain branches of the 
economic system that may not be in a position to raise the 
required money through the usual channels—these appear 
to have prompted the monetary authorities of several coun¬ 
tries to undertake the above reforms. 

Gold has been thus dethroned from the dominant 
position which it held in the monetary system. It has been 
made clear that the volume of currency and credit must be 
governed by very many indices, the least important of them 
being the quantity of gold lying in the vaults of the treasury 
or the central bank. The development of central-bank- 
control practices has shown that the monetary authorities 
must work in collaboration with each other. The limited 
success that could be achieved by a sound monetary system 
in maintaining satisfactory levels of employment and output 



598 


B. R. SUBBA RAO 


would be possible if the opportunities for working in ooUa* 
boration are extended and attempts are made to reduce fric¬ 
tion among the monetary authorities. Hie development of 
insulatory practices and the substitution of flexibility and 
variability for rigidity and fixed limits may be taken as die 
trends of the recent developments in central bank technique. 
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The Importance of Regional Studies. 

The problem of Indian Labour Legislation has receiv¬ 
ed, during recent times, increasing attention in the country. 
But any attempt to frame comprehensive measures will be 
incomplete if it is not preceded by detailed regional studies 
of the problem. Conditions differ so much from one part 
to another that sweeping generalizations, based on insuffi¬ 
cient data, will be of very little practical use. Further it is 
not enough just to know the differing conditions of the 
British Indian Provinces; one must take cognisance of the 
Indian States as well. There cannot be, in this case, any 
water-tight compartmentalization and one should always 
bear in mind the close affinities between British India and 
“ Indian India ” brought about by the ever-growing economic 
contacts. 

And it is only keeping in view this fact that an attempt 
is made here to survey fhe rise and growth of Factory 
Legislation in Hyderabad together with a brief discussion of 
the Administrative machinery brought into existence to cope 
up with the new work. The concluding part of the paper 
indicates some of the pressing problems of the day await¬ 
ing urgent solution and has a few suggestive remarks about 
the future. 

Th« Late Emergence of Factory Legislation in 
Hyderabad. 

It might be surprising at the outset that Hyderabad had 
a late start in the matter of Industrial Labour Legislation, 
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for while the First Indian Factory Act was passed in 1881 
it was only three decades before that the first attempt was 
made in this Slate to begin tackling the problem and The 
Hyderabad Boiler and Machinery Inspection Act was the 
result. Further the above act served only a limited purpose 
and the State did not have any Factory Legislation in the 
strictest sense of the term until the year 1928 (1337F.), 
when the Hyderabad Factories Act was passed, i.e., there 
was an interval of nearly half a century between the First 
Indian Factory Act and The Hyderabad Factories Act. 

Hyderabad Factories Commission Report. 

The reasons for such a delay are not far to seek. The 
slow growth of the Factory Industries affords us a suffi¬ 
ciently strong explanation. And in this connection we can 
utilise with profit the findings of the Hyderabad Factories 
Commission appointed in April, 1922 “ to inspect the 
Factories in the Dominions and to report whether there was 
any necessity to initiate Legislation regarding them and, 
if so, in what way.”* The Commission in its report drew 
the attention of the Government to the fact that in spite of the 
mill industry having had a start in 1876 it was still in its 
infant stage inasmuch as there were only 3 weaving and 
spinning mills and 188 seasonal factories till 1912, employ¬ 
ing in all a total of 2900 operatives. There was no stabi¬ 
lity even as regards such a small number of workers as most 
of them were drawn from the agricultural class and they 
had their lands to fall back upon in case of necessity. That 
was why the employers, keen to retain them in their indus¬ 
tries, felt reluctant to introduce even trivial changes. The 
Commission turned its attention next to the contemporary 
labour conditions and found them extremely satisfactory 
and “ almost approaching those provided for by the Indian 
Factory Act of 1911.” 

After surveying the conditions of industries and labour 
in Hyderabad, the commission proceeded to make a few 


^ The Hyderabad Factories Commission Report, 1913, 
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recommendations. The keenness of the Government of 
India to see a measure similar to the Indian Factory Act 
adopted in Hyderabad was attributed more to a desire to 
safeguard Indian industries against competition from the 
Indian States than to any humanitarian motives as such. 
Further the Hyderabad Commission blamed the Indian 
Factory Commission of 1908 of feeling nervous about com¬ 
petition from the Indian States without trying to investigate 
the actual conditions there. And hence it did not attach 
much importance to its fears and set up independently three 
distinct principles for its own guidance: (1) The natural 
growth of the mill industry should not be impeded by “ un¬ 
necessary and ill-considered restrictions.” (2) “ Reasonable 
conditions of labour ” should be secured for the factory 
operatives. (3) Local differences should be taken into 
account. The Commission summed up its attitude of non¬ 
interventionism by remarking that “ except in cases of 
proved necessity or urgency it is not a good policy for any 
government to intervene between Capital and Labour as it 
is the common experience of mankind that under ordinary 
circumstances self-interest does lead the capitalist as well 
as the labourer to work in harmony and mutual goodwill.” 
This attitude of “ guarded caution ” was nothing but a 
reiteration of the doctrine of laissez faire propounded so 
vehemently in the early stages of the Industrial Revolution. 
No wonder then that The Hyderabad Factories Commission 
was of opinion that the prevalent conditions did not warrant 
any kind of legislative intervention and that “ The Boilers 
and Machinery Inspection Act ” was sufficient for all 
practical purposes. It recommended, however, the framing 
of rules for the effective enforcement of the Act. 

The Hyderabad Boiler and Machinery Inspection Act, 
1909 (1319F.). 

The Hyderabad Boiler and Machinery Inspection Act, 
considered by the Commission as a workable substitute for 
a factory Act, was only safety legislation of a very limited 
nature. It contained provisions for the inspection of steam- 
boilers and machinery by qualified inspectors and their 
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management by competent engineers. The other section of 
the Act required the taking of licence and registration before 
using the boilers. Besides, machinery liable to cause bodily 
injury was to be fenced and accidents were to be reported to 
the proper authorities. The final sections laid down 
penalties for violations. 

The Interregnum. 

Even though it is granted that the above act served 
adequately the “ Practical purposes ” for the time being, 
the long delay in further legislation is rather surprising. 
During the interregnum between the submission of the 
Hyderabad Factories Commission Report and the passing of 
the Hyderabad Factories Act, 1928, there was an increased 
industrial developement. The annual report of the Inspector 
of Boilers for the year 1927 (1336F.) shows that the number 
of factories had increased to 557. This number includes 
a certain number of factories in an amalgamated form. 
Besides a number of cotton ginning and pressing mills, there 
had sprung up, during 1913—1927, numerous rice and 
flour mills, factories for the manufacture of cigarettes, 
bricks and tiles, a few printing presses and glassworks and 
a cement company. This meant an increase in the number 
of factory operatives necessitating regulations of general 
labour conditions, especially regarding hours of work and 
safety devices. 

Meanwhile the Government of India had passed the 
Indian Factories Act in 1922 widening the scope of the Act 
of 1911 and giving legislative effect to some of the Inter¬ 
national Labour Conventions. I am not hinting here, for a 
moment, that this State ought to have imitated wholesale 
the British Indian Legislation, regardless of its own 
industrial evolution and peculiar local characteristics. My 
only complaint is that in spite of the changed conditions, 
legislation was not resorted to till 1928. The former act, 
from the very nature of its limited scope, did not contain 
provisions for matters like hours of work, payment of wages, 
child labour, sanitary arrangements, industrial hygiene, 
etc. 
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The Hyderabad Factories Act, 1928 (1837F.). 

The need of systematic legislation continued being felt 
keenly and at last in 1928 The Hyderabad Factories Act, 
closely modelled on the Indian Factories Act of 1922, was 
passed. It was a great step in advance inasmuch as it 
gave, for the first time, the definition of a factory, accepted 
separate clauses for male, female and child labour, fixed the 
working hours, prescribed periods of rest and holidays, 
drew up scales of payment for overtime, adopted measure 
for the health and safety of workers and, finally, devised 
administrative machinery for the enforcement of the act. 

TTie minimum age for children was fixed as 12 years 
and their working hours were limited to a maximum of 6. 
As regards women, they were to be employed for not more 
than 10 hours. A daily maximum of 11 and a weekly 
maximum of 60 hours was laid down for male adults. To 
relieve workers from the monotony of consecutive hours, 
rest periods of not less than one hour (at intervals not 
exceeding 6 hours) for adults and of not less than half an 
hour (at intervals not exceeding 4 hours) for children, 
together with a few alternate arrangements, were prescribed. 
Besides this daily rest, the grant of weekly holiday was 
obligatory. In order to make the whole thing effective and, 
more so, for the sake of children, employment in two 
factories on the same day was prohibited. 

A few exceptions were made but, even here, sufficient 
care was taken to see that the purpose of factory legislation 
was not frustrated. In a few extraordinary cases where 
exemption from the above restrictions could be granted, 
work for ten consecutive days without a holiday was not 
allowed. Whenever persons worked for more than 60 hours 
they were to be paid at least one and a quarter the normal 
rate for the overtime. 

Equally important were the sections ensuring the 
health and safety of the workers. There were provisions 
in the act for adequate sanitation, lighting, humidification, 
water-supply, etc. Besides, in order to minimise chances 
of accidents, elaborate instructions were laid down for the 
fencing of the machinery, repairs to building and machinery 
P 37 
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and inclusion of means of fire escape. For the further 
safety and health of labourers, employment of women and 
children in certain dangerous works and processes was 
prohibited.^ 

Hyderabad State Boiler and Machinery Act, 1932 
(1841F.). 

The Factories Act did not adequately ensure the safety 
of the worker for it was primarily concerned with the human 
and environmental aspects of factory labour. The problem 
of Mechanical aspects of factory labour was dealt with in 
a separate Act, viz., Hyderabad State Boiler and Machinery 
Act. It consolidated and amended the existing law on the 
subject. Besides redefining certain tenns of the old Act it 
contained for the first time definitions of terms like 
“ accident,” “ structural alterations, addition or renewal,” 
etc. The new Act was an improvement on the previous one 
for, besides amplifying the existing law regarding inspec¬ 
tion, registration, licensing and fencing, it vested more 
authority in the inspectorate and gave wider rule-making 
power to the Government. 

Non-Regulated Factories. 

We have discussed, so far, measures adopted for the 
regulation of factories using power and employing more than 
20 persons. What about places which either use power and 
employ less than 20 persons or which do not use power and 
employ any number of persons? The Royal Labour 
Commission recommended that the Provincial Government 
should apply the whole or part of the Factories Act to 
factories of the first category and adopt a separate legislative 
measure for those of the second category. Besides both 
kinds of factories were to be brought under the jurisdiction 
of the Inspectorate. So far there has been nor adequate 
legislative response to the above recommendations. Central 
Provinces is the only exception where workshops employing 


® For further details see the Text of Act. 
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50 or more persons engaged in “ Bidi-making,” Shellac 
manufacture and leather tanning are required to limit their 
hours of work to 10 hours with a break of half an hour 
after 5 hours’ work, to grant a weekly holiday, to employ 
only those whose age is above 10 years, to restrict hours for 
children, between the age of 10 and 14 to 7 hours and those 
for women to 9 hours. 

As far as Hyderabad is concerned our task is facilitated 
by the proviso contained in section 3 of the Factories Act 
which allows the Government to bring under its control such 
premises also as do not use power but employ at least 10 
persons. Taking advantage of the above provision, a start 
has already been made as rice mills employing 10 persons 
and more and Bidi-manufacturing factories employing 20 
persons and more have been brought under the Factories 
Act. But the task ahead is more important and efforts 
should be made to bring, by similar notifications, other non- 
regulated factories within the purview of the law and to 
devise adequate administrative machinery. 

Administrative Machinery. 

This leads us to trace briefly the history of the Factory 
Inspection Organisation. To begin with, the Government 
making use of the powers it derived from the Hyderabad 
Boiler Act, 1909 appointed an Inspector of Boilers to carry 
out the law. The interests of the factory owners were, 
however, safeguarded by granting him a right of appeal to 
the 1st Taluqdar. In case there was a difference of opinion 
between the Taluqdar (District Collector) and the assessors, 
the Subedar (Revenue Divisional Commissioner) was to be 
the final appellate authority. Thus the control of the 
Revenue Department was established under the above act. 
The Hyderabad Factories Commission did not recommend 
any alteration in this arrangement excepting that it proposed 
that the head of the Sanitary Department should be authoris¬ 
ed by the Government to inspect the factories but as the 
Government did not view with favour the idea of control of 
any non-Govemmental body over the factories, the recom¬ 
mendation was not accepted. 
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Till the passing of the Hyderabad Factories Act there 
was no separate inspection department. It is only under 
the above act that the Factories and Boilers Inspection 
Department was created with the Chief Inspector and two 
Circle Inspectors to assist him. The task of the Inspectorate 
was to be facilitated by the appointment of qualified Medical 
Officers to certify fitness of persons, and especially of 
children, for employment in a factory. Another improve¬ 
ment effected by the act was that the appellate jurisdiction 
was now transferred from the Revenue authorities to a 
separate body representative of the interests concerned and 
a set up by the Government, whenever necessary. Neverthe¬ 
less the First Taluqdars remained ex-officio inspectors and 
their sanction was to be obtained before instituting prosecu¬ 
tions against the offenders of the law. 

The Working of the Factories Act. 

The Hyderabad Factories Act was, for the first 
time, enforced in 1930 (1340F.). Since then the Chief 
Inspector of Factories and Boilers has been submitting his 
annual reports to the Government. A perusal of these 
administration reports till the year 1937 (the latest avail¬ 
able) shows clearly that a good many factory owners in the 
beginning and some of them in subsequent years failed to 
submit the annual returns in spite of repeated warnings of 
the authorities. Owing to inadequate staff, quite a number 
of factories go uninspected, viz., out of a total of 559 
factories, 186, i.e., 33‘2 per cent of the total in 1936-37® 
(as against 13‘6 per cent of the total in British India) 
remained uninspected. However much the inspectorate 
might try to prosecute offenders the fact remains that it has 
to contend against heavy odds. The formalities of 
procedure and delays of the law prove no small obstacle. 

As a way out the sooner the proposal of the Chief 
Inspector to appoint a touring Special Magistrate to hear 
and dispose of cases on the very site is accepted, the better. 

* Report on the Administration of Factories and Boilers 
Inspection Department for 1936-37 {1346 F.), p. 17. See statement 
V in the appendices. 
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Further the factory administration could be kept entirely in 
the hands of the Factory Inspectorate by relieving the 
revenue authorities of factory administration duties and 
by creating additional staff in the Factory Department to 
cope up with the work. Further, considering the increase 
in the average daily number of women workers employed 
it is advisable to appoint a woman inspector for the 
Dominions. 

No doubt, the Factories and Boilers Department 
labours under certain disadvantages some of which have been 
already enumerated. Nevertheless the administration of 
the Factories Act has resulted, on the whole, in the improve¬ 
ment of general labour conditions. I have had no oppor¬ 
tunity to make personal inquiries into the matter and hence 
have relied mainly on official publications.* According to 
the reports, it is clear that the proportion of child labour to 
the total number of persons employed has decreased; 
employment of women during nights has, more or less, 
stopped; the hours of work in most of the factories are in 
keeping with the regulation hours (exceptions in the case of 
concerns of special nature are provided for in the act); the 
scale of wages during the period under review has remained 
stationary. Excepting for the two strikes in the year 1931-32 
and the one in 1936-37 there have been no other industrial 
disputes. 

As regards the general standard of sanitation it is 
reported to be adequate in most of the factories. The 
recently established factories, however, seem to be paying 
much attention to this aspect. 

But the figures regarding the accidents are rather 
alarming. While in 1930-31, there were 51 accidents out 
of which 3 were reported as fatal, 12 as serious and 36 as 
minor ones, the corresponding figures for 1936-37 were 
119, 3, 30 and 86 respectively. The increase in the number 
of factory workers, a good many of whom had to handle 

* Mr. Jai Rao, Registrar, Industries and Commerce Secre¬ 
tariat, made available to me the necessary official publications 
which were of immense use in the preparation of this paper and 
for this I am extremely thankful to him. 
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the machinery for the first time in their lives, inadequate 
safety provisions in small factories and the loose clothing 
worn by some of the operatives were mainly responsible for 
such accidents. 

The Bills Under Consideration. 

The question of payment of compensation to the work¬ 
men becomes, thus, very important. The prevailing practice 
is that in a few cases the injured persons are treated and the 
dependents given allowances by some of the factory owners. 
But a matter of such vital concern cannot be left to the good 
sense of the employers. This was realised as along ago as 
1927 (1336F.) by the Inspector of Boilers who suggested 
a workmen’s compensation act for the dominions. Subset 
quently the newly established inspectorate drew the attention 
of the Government, quite a number of times, to the urgent 
need for such a measure. The Government has, at last, 
drafted the Hyderabad Workmen’s Compensation Act, 
closely modelled on the Indian Workmen’s Compensation 
Act of 1923. And it is necessary to pass it as quickly as 
possible. 

In addition to the question of workmen’s compensation 
there are other matters requiring legislative enactments. 
The growing importance of labour organisation and the 
necessity to maintain proper industrial relations has made 
the Government draft a Trade Union Bill. Again the 
increasing number of women in the factories and the concern 
of the Government with their welfare have been responsible 
for the drafting of the Maternity Benefit Bill. 

The Future. 

The Government will, in the near future, be face to 
face with a number of other problems, viz., wage payment, 
labour housing, industrial welfare, social insurance, etc. 
It is gratifying to note that the Government is collaborating 
in the deliberations of the Indian National Planning 
Committee and this is bound to be of immense help in the 
formulation of its own labour policy. The Hyderabad 
Factories Act of 1928 touches only the fringe of the 
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problem: the real task lies ahead. It is necessary not 
merely to expedite the passing of the above three bills, now 
under consideration, but also to introduce other important 
legislative measures for the amelioration of labour so that 
the social progress might not be held up on account of its 
backwardness. And the success of the measures will 
depend, largely, on the powers of this State to adapt its 
legislative and administrative machinery to the requirements 
of the changed order. 




LABOUR PROBLEMS AND LABOUR LEGISLA- 
TION IN INDIA 


BY 

B. N. Rohatgi, 

Professor, Ravenshaw College, Cuitack, 

Though the last 20 years have seen a number of 
important labour legislations enacted in our country still 
we are far behind many nations of the world in this matter. 
Nothing has so far been done to improve the conditions of 
agricultural workers. This may be due to the immense 
complexity and vastness of the problem and the limited 
resources of the Government. Even in the industrial sphere 
there are serious shortcomings in our labour legislation. 
For instance, no effective and adequate provision has been 
made to bring about peaceful settlement of industrial 
disputes. It is proposed to discuss below this aspect of our 
labour problem. 

During the last two years industrial disputes and strikes 
have once again become a common feature of our industrial 
life. This might partly be due to the sharpened political 
consciousness as a result of the inauguration of Provincial 
autonomy and the hope that the present Government would 
be more sympathetic to labour cause than the previous 
bureaucratic Government. All the same, whatever be the 
immediate cause, it is the duty of the Government to do all 
that is possible for industrial peace and to see that workers 
get a fair and just deal. The immense loss caused by 
industrial disputes to employers, the employed and the 
community in general are obvious. A strike is by no means 
a matter between the capitalist and the worker. The society 
is equally interested in the maintenance of industrial peace 
and harmony. The realisation of this simple and obvious 
fact has been responsible for legislation providing for 
conciliation and arbitration in disputes between labour and 
capital in a large number of countries in the world. 
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In India almost 25 per cent of the strikes are due to 
the demand for the reinstatement or dismissal of one or 
more individuals. Lightning strikes are fairly frequent 
and sometimes demands are formulated after a strike has 
been declared. Now and then an influential local leader 
exploits the ignorance of the workers (particularly where 
the organised industry is of recent growth) in order to bring 
pressure on the management to provide him or his relations 
with good jobs. Even rival firms at times finance strike 
and bribe the more influential workers to prolong the dispute 
in order to get profit for themselves. Another important 
feature of strikes in our country is the fact that a majority 
of them are failures from the point of view of workers. 
They cause unnecessary hardships to workers. All these 
considerations make it imperative that provisions should be 
made in our country for providing machinery for concilia¬ 
tion and arbitration. 

The Trade Disputes Act of 1929 was a step in this 
direction. It provides for the appointment of Courts of 
Enquiry and Boards of Conciliation. The former arc ‘ to 
be appointed to enquire and report into specific matters 
referred to them. The duty of the Board of Conciliators 
is to endeavour to investigate the dispute primarily with a 
view to its settlement.’ In actual working, however, this 
Act of 1929 has been a failure. Firstly, the appointment 
of Conciliation Boards is left to the discretion of the govern¬ 
ment and the Government have rarely appointed Concilia¬ 
tion Boards. Conciliation under the Act is voluntary and 
not compulsory. Secondly, the procedure in connection 
^^ith the appointment of these bodies is cumbrous. And 
thirdly, it does not serve much useful purpose if a Concilia¬ 
tion Board is appointed after a dispute has attained serious 
magnitude and the feeling between employer and employed 
has become embittered. 

The Trade Disputes Amendment Act of 1938 provides 
that the Provincial Governments, in respect of undertakings 
carried on within the provinces, may appoint Conciliation 
Officers charged with the duty of mediating in or promoting 
the settlement of trade disputes. Conciliation is still 
voluntary and is left to the discretion of the Provincial 
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Governments. Again conciliation proceeding may begin 
after the strike or lock-out is in full swing. The Act of 
1938 does not prevent or delay the outbreak of industrial 
disputes. There is nothing in the original Act of 1929 or 
the Amending Act of 19^ which can prevent employers 
from making changes in the matter of wages or in the 
conditions of employment. Whenever such changes are 
made by the employers, the first impulse of the workers is 
to go on strike. 

It is necessary that provisions should be made in our 
labour legislation to the effect that no change in the existing 
conditions of work or wages will be permissible unless the 
employer or employee, as the case might be, submit the whole 
question of change to conciliation and that during the period 
of conciliation strikes or lock-outs will be illegal. In other 
words, compulsory conciliation and illegality of strike or 
lock-out during the pendency of conciliation should be the 
main principles of any trade dispute legislation. 

The Bombay Trade Disputes Act of 1938 is based on 
the requirement that ‘ no reduction in wages or other change 
in conditions of employment to the disadvantage of the 
workers should take effect till they have had sufficient time 
and opportunity for having the facts and merits of proposed 
change examined and all avenues of peaceful settlement of 
the dispute explored either through the channel of voluntary 
negotiation, conciliation or arbitration or by the machinery 
of law. A corresponding obligation rests on workers in 
respect of demands on their behalf." It aims at making 
the strike not the first but the last weapon to be used by the 
workers for the redress of their grievances and in this it 
follows Canada where strikes and lock-outs are illegal 
while compulsory conciliation proceeding in matters of 
wage and conditions of work is pending. 

The distinctive features of the Bombay Trade Disputes 
Act, 1938 may be summarised as follows:—First, it provides 
machinery for developing trade unions on sound and healthy 
lines and attempts to eliminate weak and unstable trade 
unions which are often exploited by unscrupulous people. 
Secondly, it provides machinery for compulsory concilia¬ 
tion and for arbitration and adjudication of industrial 
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disputes. Thirdly, it renders ill^al all strikes and lock¬ 
outs till all avenues of peaceful settlement have been 
exhausted under the Act. 

The Act provides for the registration of trade unions 
which fulfil certain requirements as regards membership. 
Registration confers various rights on the unions in connec¬ 
tion with representations on behalf of the workers. In each 
local area of the province, only one union may be registered 
in respect of each industry. If there are more than one 
union in any local area, that one will be registered which 
has the largest membership for the six months preceding the 
date of the application for registration. The minimum 
membership for registration is 5 per cent of the total number 
of workers engaged in the industry in any locality in case 
of union recognised by employer and 25 per cent in other 
cases. If any union has 5 per cent membership but is not 
recognised by the employer it will become ‘ qualified ’ 
union. Regular payment of a subscription of one anna per 
month is essential for membership. There will be a 
Registrar to register these unions and to decide all matters 
concerning these provisions. Appeal will lie from his 
decision to the Industrial Court. In case there is no 
‘ qualified ’ or ‘ registered ’ union in any local area, the 
Government will appoint a person called Labour Officer who 
will look after the interests of workers in that area. Any 
settlement arrived at by the labour officer will be subject to 
approval by workers in a general meeting of the workers 
called for the purpose. It is quite evident from the above 
provisions that care has been taken to encourage the growth 
of trade unions which will be really representative of the 
workers. It will not be easy for an unscrupulous labour 
leader to bring into existence a union merely for the purpose 
of strike for strike sake or just to give him an opportunity 
to claim that he is the representative of workers. 

Provisions have been made for the appointment of a 
Labour Commissioner who shall be ex-officio Chief 
Conciliator, the Board of Conciliation, Conciliators in local 
areas and the Industrial Court. The Board of Conciliators 
will consist of a chairman and an equal number of members 
drawn from, panels representing the interests of employers 
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and employees. They should be unconnected with the 
dispute and unconnected with the industry which is affected 
by the dispute. The President of the Industrial Court must 
be a person of the status of a High Court Judge. 

The Act makes it obligatory on every employer to 
submit, for the approval of the Commissioner for Labour, 
standing orders regulating the relation between the employer 
and employed with regard to all matters like hours of work, 
holidays, wage, leave, temporary stoppage of work, termina¬ 
tion of employment, and dismissal for misconduct. The 
Commissioner for Labour will settle these standing orders 
after consulting all interests concerned. Appeal will lie 
from his decision to the Industrial Court. Standing orders 
will not be liable to change for six months from the date on 
which they come into operation. Employers or employees 
desiring changes in the standing orders or in any other 
industrial matter must give notice to the other party and to 
the Labour OHicer, Labour Commissioner and the Conciliator. 
If during the period of notice the two parties come to 
agreement this agreement will be registered by the Registrar. 
If no agreement is reached the Conciliator will intervene 
and try to bring about settlement. If he also fails to bring 
about compromise the dispute may be referred by the 
Government to the Board of Conciliators. Any settlement 
arrived at will be registered by the Registrar. All concilia¬ 
tion proceedings must be completed within two months. If 
both the parlies agree to submit their dispute for arbitration, 
the matter will be referred to the Industrial Court for 
adjudication. The award of the court will be binding on 
both the parties till the expiry of six months from the date 
on which notice in writing to terminate such award is given. 

The Act lays down that strike or lock-out in breach of 
its provisions will be illegal. Strike and lock-out are illegal 
if they are commenced or continued before the standing 
orders are settled by the Commissioner of Labour or by the 
Industrial Court; or before the expiry of six months from 
the date on which standing orders come into operation; or 
without giving a notice to the other party if changes are 
desired in industrial matters; or before the completion of 
the conciliation proceedings or at any time after the expiry 
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of two months after the completion of conciliation proceed¬ 
ings or in contravention of registered agreement or award 
by the Industrial Court. It also prohibits employers from 
dismissing employees simply because they are members of 
a trade union. The Industrial Court has been given power 
to decide whether or not a strike or lock-out is illegal. 
Penalties have been laid down for illegal strike or lock-out 
and for all breaches of the Act. 

There is no doubt that the Bombay Act will not only 
strengthen the bargaining position of the workers but will 
lead to the avoidance of all lightning strikes which very 
often are the result of striding causes. It will provide 
workers facilities and the means for obtaining redress of, 
their grievances. It will give the much needed peace in 
the industrial sphere—peace which is not the result of the 
exploitation of workers but which results from a sense of 
security. Bitter criticisms were directed against this Act 
on the ground that it would deprive the workers of their 
right to strike—strike which is the only means at the 
disposal of workers to improve their conditions. This is, 
however, entirely wrong. The Act does not aim at 
suppression of strikes. It would eliminate only those strikes 
which are unnecessary and useless and which are harmful 
to the workers. There is every hope that this Act will 
ensure peace in industry. It is, therefore, strongly urged 
that all Provincial Governments should enact legislations 
with suitable modifications to meet local needs on the lines 
of the Bombay Trade Disputes Act, 1938, 
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A MAR Chand Bhatia, 

Research Scholar, University of the Punjab. 

During the past few years, acute discontent is becom¬ 
ing increasingly manifest in most of our industrial centres 
and has assumed such proportions that it has been taxing the 
ingenuity of many who desire to give continuous considera- 
lion to the improvement of the well-being and the efficiency 
of the workers; strikes have been and continue to be quite 
frequent, most of them short and sporadic, but some biller 
and prolonged. Gulf between the employers and the 
employees is widening. And it is becoming apparent that 
this vexed problem of industrial relations and unrest shall 
remain the chief problem confronting Indian industries and 
labour at the present time, and in future too, and that further 
industrial development in India shall depend upon its 
proper solution. 

We need not go back to as early as the eighties of the 
last century when isolated industrial disputes occurred on 
trivial grounds or to 1918, 1919 and 1921 w^lien such 
conflicts, for the first time, became serious and attracted the 
public attention, or to the period from 1922 to the end of 
1927 which was one of comparative quiescence. We have 
enough to witness in the recent years.^ The third decade 
of the 20th century has given us a most momentous period 
in the history of labour in India. During this w^e have had 
almost continuous industrial strife, the appointment of a 
plethora of committees and commissions to enquire into and 
make recommendations in connection with the causes of this 
unrest, and a beginning of a first class code of labour 
legislation. The years 1937 and 1938, however, stand by 
themselves. As against an annual average of 147 strikes 

^ Please see Table I, in the Appendices. 
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during the thirteen years between 1924 and 1936, the 
number of strikes during these two years, 1937 and 1938 
was 379 and 399, respectively. We have, in fact, reached 
such high figures for the first time, after 1921 and 1922 
when the number of strikes was 396 and 278, respectively. 
And if we take the number of workpeople involved, we find 
that it was 647,801 in 1937 and 401,075 in 1938 as against 
114,217 in 1935. The next highest figure is 600,351 for 
1921. The time loss was 9*20 million working days in 
1938 and 8*98 million in 1937 compared with less than a 
million in 1935 and 6*98 million in 1921 and 8*73 million 
in 1924, when there were only 133 disputes and when 
312,462 workmen only were involved. In 1938 most of 
these conflicts were frequent in the cotton and woollen mills 
in general, and in the Jute industry in Bengal and in the 
cotton textile industry in Cawnpore, in particular. 

In Bengal alone there were 157 disputes or 39*35 per 
cent of the total number of disputes that occurred in 1938. 
In the United Provinces, though a large number of strikes 
bad taken place in individual units before the Congress 
came into power in July, 1937, yet, with the advent of the 
reign of this major party, strikes became quite common as 
this had roused great expectations amongst the working 
classes throughout India. If not the labourers, their leaders 
at least knew that the resolution of the Congress on funda¬ 
mental rights was: The state shall safeguard the interests 

of industrial workers,” that the labour policy of the Indian 
National Congress as set out in its election manifesto was: 

to secure to the industrial workers a decent standard of 
living, hours of work and conditions of labour in conformity, 
as far as the economic conditions in the country permit, with 
industrial standards; suitable machinery for the settlement 
of disputes between employers and workmen; protection 
against the economic consequences of old age, sickness and 
unemployment; and the right of workers to form unions and 
to strike for the protection of their interests.^^ 

Whereas this'policy of the Congress embodied in their 
manifesto has been amplified in some of the provinces ruled 
a few days back by that body, the labour leaders did not 
lose time in party squabbles, took advantage of the situation 
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and misrepresented the intentions of the Governments of the 
Party in power to the workers; it was consistently hammered 
into the head of the worker that nothing was being done by 
the Congress to ameliorate his condition. The Bombay 
Government was the first to take up the gauntlet when the 
Bombay Provincial Trade Union Congress and the Indus¬ 
trial Labour Party organised a one-day strike on the 7th of 
November, 1938, as a protest against the Bombay Trades 
Disputes Act 1938 sponsored by the Congress Government. 
Rowdy mass demonstrations, excited passions, indescribable 
intimidations and coercions do not leave the character of 
some of the labour leaders unscathed. The report of the 
Committee (set up by the Government) consisting of Hon¬ 
ourable Mr. Justice Kania, Messrs. laraporewala and Chagla 
and Chainani is very illuminating in this matter. 

One obvious conclusion can, however, be drawn from 
the recent conflicts in Bombay, Calcutta, Cawnpore and 
Assam: oononents of the provincial governments in power 
fully utilize the opportunity and use their influence to in¬ 
flame the subdued passions and thus intensify disputes, 
partly because they want to keep themselves and their organ¬ 
izations kicking and partly because there are real economic 
reasons and distress. The essentially economic labour 
dispute in our country may tend to assume a political 
character and labour may proceed to support either the 
candidates or parties which offer it the maximum benefit, yet 
the economic reasons remain strong. In India, very few 
labour organizations are affiliated to political parties which 
represent their interests, as in the U. S. A. and in Europe. 
It shall take a long time for labour to seek through political 
action its h^gal right to organize and carry on activities both 
in the political and the economic fields. In other countries 
the political demands of labour have come to include, in 
varying degrees, attempts to secure as much as possible only 
with great difficulty or not at all through economic action. 
But in India we shall not have the dawn of that day very 
soon. 

It is asserted that the advent of “ rationalization ” in 
Indian industries has synchronised with the entry of the 
principles of communism into the country and the formation 
F 29 
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of the Workers and Peasants’ Parties on some Russian 
models; further it is contended that these communists have 
secured appointments on the executives of several trade 
unions in India and they have not been long before they have 
been able to make their presence on those boards felt by 
inciting workers to go on strike on the flimsiest of pretexts. 
The immediate object of these communists, it is given out, is 
not so much to improve the condition of the industrial 
workers but to disseminate the revolutionary doctrine of class 
hatred so that the progress of the industry is retarded, 
capitalism uprooted, stable governments smashed, and 
batches of disgruntled workmen are once again back to their 
native villages to be the tillers of the soil. The activities 
of the Meerut Conspiracy Case prisoners and the Red Unions 
in Bombay and elsewhere are cited as appropriate examples. 
But one can say with impunity that the bre^eding ground for 
communism is the poverty of the labourers, the economic 
grievances of our workers, the more or less active conscious¬ 
ness of the lack of status on the part of our wage-earners, 
the fear of loss of stability in earning power, consciousness 
of the danger of the interruptions of every sort in the con¬ 
tinuity of work, the pressure of economic insecurity which 
accentuates the sense of injustice. ‘^Housed for the most part 
in sordid streets, frequently under overcrowded and un¬ 
healthy conditions, compelled very often to earn his bread 
by monotonous and laborious work and unable, partly 
through limited education and partly through overtime and 
other causes of physical exhaustion, to enjoy intellectual 
recreation,this labourer is sure to fall a prey to his and 
others’ whims. 

Therefore the economic grievances of the working class 
remain important and should be given more weight. Dis¬ 
satisfaction over wages which is the most significant imme¬ 
diate cause of labour disputes, is one of such grievances. 
In 1938 disputes over the wages question amounted to 209 or 
50*38 p. c. of the total number of disputes. The Royal 
Commission on labour in India also bears this fact out when 
it remarks: that in 976 disputes the principal demand 

2 Tlowntree. Poverty, p. 179* 
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related to the question of pay or bonuses . . . The 
tables II and III appended will show the apparent truth of 
this assertion. 

This fundamental issue of wages has been a matter for 
investigation by almost all the enquiry committees set up 
by provincial governments. The recent Bombay Textile 
Labour Enquiry Committee was asked to examine the wages 
paid to the workers and to report whether in view of the 
present condition of the industry an immediate increase in 
wages can be given anywhere. The Cawnpore Labour 
Enquiry Committee had some of the following terms of 
reference: whether wage cuts have taken plabe direct or in¬ 
direct, and if so, where and to what extent; whether there 
should be an increase in wages; if it is desirable to prescribe 
any minimum rate of wages for any class of labour, etc. 

It is interesting to note here that the Cawnpore 
Employers* Association pleaded before the Committee that 
the labourers should not be supported unnecessarily, when 
they were getting more than they deserved. They advanced 
the vague argument that consequent on the substitution of 
old machines by new ones, the employers could reduce the 
rates, because the improved machinery can give a better 
output and may thus yield the old wage. In fact they 
wanted to usurp all the benefits of scientific inventions and 
improvements and liked to work on the principles of the 
discarded iron law of wages. They would not give separate 
bonuses and would include them in the wages and thus would 
say that their wages in 1937 were higher than those in 1929. 
The fallacy and tendency to exploit was exposed by the 
Mazdoor Sabha in its memorandum before the Committee. 
Wages were shown to be higher in 1929 by 121 per cent and 
18f per cent when separate bonuses of -/2/- to -/3/- per 
rupee were allowed. 

Whenever, in fact, the employers have been aKsked to 
raise the wages of the workers, they have also generally 
raised the questions of the low cost of living of the labourers, 
of their heavy cost of production and weak financial posi¬ 
tion, of the reduced hours of the workers, of absenteeism of 

^ Report of the Royal Commission on Labour in India, p. 334. 
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the labourers, side by side with their better average earnings. 
These questions were raised by the Employers before the 
Committee. The Mazdoor Sabha rightly replied when it 
advocated that a little fall in the cost of living over prime 
necessities would disappear if the entire budget of a labourer 
was taken into consideration; that cost of living cannot be 
a guide in regulating wages so long as they fall below the 
minimum living cost; that absenteeism was only meagre 
(15 per cent as shown by Mr. Watt, Manager of Cawnpore 
Woollen Mills, in his letter dated February 2, 1938, to the 
Employers’ Association). The employers had also put forth 
the argument that the workers during the last half of 1935 
and the last two or three years had increased their efficiency 
and consequently earned more than what they got in 1935, 
particularly when there was reduction of working hours 
from 10 to 9. But they had forgotten that forced labour 
imposed as punishment, differential rates of wages paid to 
the same class of workers for the same quality of goods, 
abolition of bonuses and reduction in rates reduced the 
wages more than the possible gain through increased effi¬ 
ciency. To say now that the manufacturers’ cost of produc¬ 
tion is high and financial position is weak, will be a travesty 
of truth. They are war profiteers, filling their coffers 
whereas the cost of living for an average worker during these 
war days (and before that too) has increased. In Bombay 
the annual average was 97 in 1934 and it was 102 in 1936 
and must be higher now; in Ahmedabad it wsa 71 in 1934 
and 76 in 1937; in Sholapur in 1936 it was 71 but in 1937 
it was 73; in these days of war these must have enhanced 
considerably. On the other side the average prices have 
risen from 99 in 1934 to 106 in 1938 and still further 
due to war conditions. But the wages have not comparative¬ 
ly risen. Wage disputes, therefore, arise from the pres¬ 
sure of hard economic facts and from the indefensible 
opposition of the employers (as shown in extenso in the 
Cawnpore Dispute). 

Employers, undoubtedly, want lo remain oblivious of 
the demands of the labourers; they are somewhat hostile to 
organized labour. There is no adjustment of right griev¬ 
ances; there is extremely discourteous treatment by persons 
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in authority, and an invasion of rights which leads to strikes 
of unusual duration and bitterness. Lord Chelmsford 
speaking before the Central Legislature in August 1920 
rightly remarked: I would earnestly impress upon the 

employers the necessity for sympathetic consideration of the 
claims of labour. It has loo often proved the case that 
employers, after a long and ruinous struggle, have been 
forced to concede claims that they might have allowed with 
honour and with profit as soon as they were presented . . . 
workers are beginning to demand not merely the right to live 
in comfort but a living interest in their work. This is a 
claim that must be taken seriously . . 

Employers, of course, have sometimes to face very 
strange demands of the labourers which are merely psycho¬ 
logical rather than economic or political in origin. For 
example: privilege of attending the mill at late hours: no 
orders about buckets (recent sweepers’ strike, Lahore and 
Multan): 13 days’ notice of discharge (on the 24th May, 
1939, in Chittivala Jute Mills Company Limited, Chittivala, 
Vizagapalam): no imposition of additional duties on the 
25th July, 1939, in Umbrella Stick Factory, Chamapatala, 
Calcutta): re-instatement of the Manager and two other dis¬ 
missed officers (on the 19th June, 1939; by 3000 workers of 
Dhakeswari Cotton Mills): non-transfer of a popular 
European officer; altercation between the Manager and the 
cook, etc. There is no denying the fact that along with 
such psychological turn-overs there are legitimate grievances 
such as demand for the removal of jobbers, weekly half 
holidays, removal of Badli system. Cowrie system of pay¬ 
ment, and of customary reduction of 12| per cent of the 
earnings of the workers (on the 27th June, 1939: of car¬ 
penters of Behai a and South Suburbs, Calcutta): grant of 
food allowance (demanded by 4,500 persons of Sharnnagar 
North Jute Mill, Hooghly): stoppage of retrenchment, (in 
Bihar Reliance Pottery Works, District Dhanbad, on the 13th 
July, 1939): re-instatements, welfare work, disappearance 
of bribery, qorruption, etc. 

^ Proceedings oj the Legislative Council in India, Part II, 
1919-20. Tlie 20th August, 1920. 
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Complaints and protests make a long list and no concise 
category can include all of them. They exist, moreover, in 
other countries too. The British Ministry of Labour, for 
instance, reported disputes over refusal of an employer to 
let the labourers attend a funeral of a worker, unwillingness 
to work with certain individuals involved in a family quarrel, 
etc. The League of Nations Report on Industrial Labour in 
Japan (page 60) gives the following instances: objection to 
foremen or other persons in positions of supervision: Desire 
for recreation, education, bath-rooms, health arrangements, 
prevention of fire, etc. Employers should watch the psy¬ 
chology of the labourers and act calm-mindedly. They 
should not ignore or repress their manifestations, by disci¬ 
plinary methods including dismissal and the use of the black¬ 
list; all this may prove temporarily successful when labour 
mobility exists, but, generally, in the long run, culminates 
into undesirable consequences. Progressively minded 
employers without pseudo-philanthropic motives know this 
well and they try to anticipate dissatisfactions and attempt to 
meet them in varying degrees and thus lessen the unrest. 

The Central and the Provincial Governments have also 
been playing their respective f»arts and sometimes well. 
They have tried to combat this widespread evil by means 
of various preventive measures. A number of Factory and 
Wages Acts have been passed between 1881 and 1938 with 
a view to ameliorate the lot of the labourers. The appoint¬ 
ment of Labour Officers by the Mill-owners’ Association, 
Bombay and by the Government of Bombay has been follow¬ 
ed by the creation of similar posts in Bengal, the U. P., 
Madras and in Bihar. It is hoped that other provinces will 
follow suit. The Works Committees (both Public and 
Private as those of Tatas), the Courts of Enquiry and Con¬ 
ciliation Boards (which have come to be regarded as a matter 
of first-rate importance in the settlement of industrial dis¬ 
putes everywhere) set up by the All-India Trades Disputes 
Act and by the Bombay Industrial Disputes Act, 1938, the 
Arbitration Boards (both Public and Private—under the 
Bombay Industrial Disputes Act, 1938, and under the 
Ahmedabad Sy.stem which is working under Mahatma 
Gandhi and is admirable in its intentions and has had a sub- 
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stantial measure of success)—all have proved useful for 
meeting the menace of labour unrest. 

Some Enquiry Committees set up by the provincial 
governments have also been trying to improve the economic 
position of the labourers, for example, by fixing judicious 
wages. The Bombay Textile Labour Enquiry Committee is 
going to enhance the wages bill of all cotton textile mill 
workers in the Province of Bombay by about a crore of 
rupees per annum, side by side making provision for the 
payment of sickness benefits in conformity with the social 
legislation that the erstwhile Congress Government had in 
mind. Its interim findings were accepted by the Govern¬ 
ment and by all the Cotton Textile Mills in the province. 
On the following matters, agreement was reached between 
the Employers’ Vssooiation and the Mazdoor Sabha under the 
Cawnpore Labour Enquiry Committee in November, 1937: 
(i) constitution of a Wage Fixation Board dealing also with 
the disputes of a general character, (ii) scheme of standard¬ 
ization of wages and rationalization, (Hi) setting up of a 
Labour Exchange, (iv) questions of social benefits to be 
settled as all-India issues, (v) standardization of conditions 
of emfdoyment and 15 days’ notice in case of a change, 
(vi) acceptance of increase in wages as given by individual 
mills. The Central Provinces Textile Labour Enquiry Com¬ 
mittee set up in February, 1938. preferred the system of 
restoring a fixed percentage of the wage cuts and this has 
been accepted by the mills and the workers with slight modi¬ 
fications, thus increasing the total wages bill by 5 lakhs of 
rupees at least. The Bihar Labour Enquiry Committee has 
similarly tried to uplift the workers. We hope other pro¬ 
vinces which are contemplating social legislation will also 
look into the matter of wages in these war days and through 
such committees will try to do something. 

But one thing may be mentioned here: it is highly 
desirable that such legislation should be uniform throughout 
the country or at least in those provinces where the problems 
are practically analogous. In Canada social legislation is 
exclusively a provincial subject and this results in clashes 
between the interests of diflFerent governments, from time to 
time. In our country such a legislation is a concurrent 
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subject and in case the Central Government remains silent 
for various obvious reasons, it is essential that such legisla¬ 
tion in one province in advance of others should not clog the 
progress of the industries of that province. In the interim 
period, however, it would be quite expedient if some Central 
Industrial Council (as recommended by the Labour Com¬ 
mission) and Federal Employment Service for Labour (as 
in the U. S. A.) with Provincial Industrial Labour Bureaus 
under the Labour Officers are established. We can also 
have, with advantage, Company LTnions and Harmonisation 
Societies, side by side, which can have the following pro¬ 
gramme: (i) to enquire into every measure relating to social 
reform, in conjunction with other institutions, either public 
or private, and to publish the results thereof, (ii) to reply 
to questions relating to social reforms submitted by the 
Government or to make suggestions for social reforms to the 
Government or other institutions, either public or private, 
(iii) to organize schools, classes, lectures and libraries, 
(n;) to take practical measures for the promotion of workers’ 
education and their welfare, (t;) to assist in arbitration and 
conciliation in industrial disputes, (vi) any other activity 
than the above-mentioned approved of by the Central 
Council. 

We may hope too that the Trade Unions which harness 
the machine around which the workers’ destinies are spun 
and tide of insecurity menacing the worker’s life stemmed, 
so as to act as a reaching out for some hold that is perma¬ 
nent, stable and secure in this shifting, changing world—^will 
leave their warring camps and cement their relations to lay 
the strong foundation of an All-India Policy. The All- 
India Trade Union Congress and the National Trade Union 
Federation at Nagpur on the 17th April, 1938, have set an 
excellent example by merging themselves into one central 
organization. We hope they will go still further. The 
formations of the Bombay Provincial Trade Union Congress, 
Union of Workers of Textile Mills in Native States with the 
help of the Ahmedabad Textile Labour Association and the 
Cawnpore Mazdoor Sabha and the amalgamation of the right 
and left wings of the G. I. P. Railway Workers Unions are 
happy signs. Whereas it is desirable that the employers 
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and the Government should encourage both registered and 
unregistered (but representative of labour) Unions, it is also 
necessary that these unions should leave their militant atti¬ 
tude and lake the weapon of strikes as only a last resort; 
constructive programme of having schools, service bureaux 
and other social reforms on the lines of the Ahmedabad 
Association will go a long way in bringing the employers 
and the employees nearer. 

And the Provincial Governments will do well by adher¬ 
ing to the policy of the Bombay Government as given in its 
Press Note in August, 1937:*^ . . . The Government will 
try to adjust the social and economic mechanism in such a 
way as to assure to the worker the satisfaction of at least 
his minimum human needs, security of service, provision of 
alternative occcupations in periods of inevitable unemploy¬ 
ment and maintenance during periods of unavoidable in¬ 
capacity for work. It shall secure working and living con¬ 
ditions; it shall set up a minimum wage fixing machinery 
and institute exhaustive enquiries for that purpose; it 
visualizes the development of a comprehensive system of 
social insurance; it contemplates an immediate extension and 
improvement of the Factories Act in several directions, an 
active policy with a view to maintaining industrial peace with 
no exception of a fair deal for the workers through arbitra¬ 
tion or conciliation or machinery of law, promotion of 
genuine trade unions and thus removing real hindrances in 
the way of the growth of labour organizations and stimulat¬ 
ing collective bargains;^ educational policy will be designed 
to meet such requirements and the Government shall extend 
the scope of the work of the Labour Office. But the Govern¬ 
ment emphasises that a corresponding obligation also rests 
on the workers in respect of their demand on their 
behalf . . . 


^ Condensed from t}iat Note. 
F. 30 
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Table I* 

Industrial Disputes. 


Year. 

No. of disputes. 

No. of workmen 
involved. 

No. of worki 
days lost. 

1921 

396 

600351 

6,984,436 

1922 

278 

435434 

3,972,727 

1923 

213 

301044 

5,051,704 

1924 

133 

312462 

8,730,918 

1925 

131 

270423 

12,578,129 

19215 

128 

186811 

1,097,478 

1927 

129 

131655 

2,019,970 

1928 

203 

506851 

31,647,404 

1929 

141 

532016 

12,165,691 

1930 

148 

196301 

2,261,731 

1931 

166 

203008 

2,408,123 

1932 

118 

128099 

1,922,437 

1933 

146 

164938 

2,168,961 

1934 

159 

220809 

4,775,5.59 

1935 

145 

114217 

9,73,475 

1936 

157 

169029 

2,358,062 

1937 

379 

647801 

8,982,257 

1938 

399 

401075 

9,198,708 


** Compiled from Bombay Labour Gazette. 
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Table IF 

Causes of Disputes in 1938—by Provinces. 


Province 

Wages 

Bonus 

c 

c 

? 

t.. 

Leave & 
hours 

Others. 




Pi 



Assam 

1 




.3 

Bengal 

76 


44 

12 

25 

Bihar 

8 

1 

5 

1 

G 

Bombay ... 

74 

... 

18 

3 

IG 

V. P. & Bihar 

10 

... 

1 


3 

Delhi 





1 

Madras ... 

18 

1 

16 

4 

13 

Punjab 

8 

1 

2 

1 

2 

Sind 

7 


3 


2 

U. P. 

... 7 


3 


.3 

Total 

m 

3 

^2 

21 

74 


Table IIP 

Causes of Disputes by Classes of Establishments. 


ChiBs of Establish men is. 

Wages Bonus 

0. 

B 

B 

C 

CO 

u. 

Jahvc & 
hours 

Others 



Pi 



Cotton & Woollen Mills 

G1 2 

34 

3 


Jute Mills 

2 

G 

9 

11* 

Engineering workshops 

20 

16 


G* 

Railway including Kly. 
workshops 

... 


1 


Mines 

Other.s — M i s<‘(dJ lu I eou s 

1 1 

12.5 

•> 

34 

8 

3 

28* 

dotal 

209 3 

92 

21 

77* 
less 3 


74 


Compiled from Bombay Labour Gazette, 

^ Compiled from Bombay Labour Gazette, 

^ One strike was common to four industries. 
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BY 

Prof. S. R. Bose, M.A., B.Sc. (Lond.), 
Professor, Patna College. 

The function of price in a competitive exchange eco¬ 
nomy based on private property and freedom of contract is 
to adjust demand to supply. Whenever supply falls short of 
demand at a particular price, the price by moving up cuts 
off a part of the demand which becomes non-effective at the 
higher price level, and a new equilibrium is established 
between the reduced supply and the shrunken demand at a 
different price. The great merit of the price mechanism, 
when allowed to operate without interference, consists in the 
fact that the price it establishes is the minimum for which 
a thing can be offered for sale under competitive economy 
for any considerable length of time. Where, of course, 
competition is ino{)erative, the price system loses some of its 
beneficial characteristics; and in a world of huge industrial 
units and closely-knit national and international business 
combinations, the field of free and effective competition is 
being progressively circumscribed; and State interference 
with the machinery of automatic price fixation is becoming 
increasingly necessary to protect the interests of the con¬ 
sumers. In peace time, however, over the greater part of 
the industrial field in capitalistic countries, prices are allow¬ 
ed to be regulated by free competition without interference 
by State action. It is in time of war that, as in so many 
other fields, conscious regulation by the State is substituted 
for the automatic working of the price mechanism. 

Why is it so? It is because the outbreak of war gives 
such a violent shaking to the economic system—and these 
jerks may continue to recur off and on during the continua- 
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tion of hostilities as one country after another joins the war, 
or as economic blockade is instituted or intensified—that 
established contacts are ruptured and chances of anti*social 
action multiplies before new moorings are found* In the 
initial stages of the war, dealers with stocks of foreign goods, 
particularly if the goods are the products of enemy coun¬ 
tries, anticipate a reduction or cessation of future supplies, 
and either begin charging higher prices immediately even 
though the supplies are plentiful for the lime being, or by 
withholding stocks from the market in anticipation of higher 
prices in the future, bring about a scarcity of supplies and 
cause an immediate rise of prices. The consumer also in¬ 
tensifies the rise by trying to lay in a stock of goods the 
prices of which they anticipate rising. This kind of action 
on the part of dealers is familiarly known as Profiteering and 
it is against this kind of action that price control is imme¬ 
diately directed. This is, however, a passing phase, though 
one which causes the greatest amount of public resentment. 
It may be tackled in various ways, such as by Excess Profits 
Duty, Anti-Profiteering Acts or Price-Fixation. A scheme 
of price-fixation, with which I am primarily concerned here, 
works by means of regulations laying down that prices 
charged are not to exceed, or exceed by not more than a 
certain percentage, the prices ruling on a particular dale, 
say, 1st September, 1939, as in India, or 1st August, 1939, 
as in Great Britain. The objection to fixing a particular 
date as the basic period for purposes of comparison is that 
it may either hit hard or treat too leniently dealers of goods 
which are subject to seasonal variations of price, according 
as the basic date fixed is one when ordinarily the price of 
the goods is at its lowest or highest level. Further, dealers 
of goods, the prices of which ha})pen to be unduly depressed 
at that particular date, are prevented from being put on 
a footing of equality with the dealers of other goods in 
future. There is also the further contention to be reckoned 
with that a dealer in fixing his price is entitled to take the 
replacement cost into account. Without going into the 
question of the justice of the claim, it may be pointed out 
that from the purely administrative point of view, it would 
be impossible to distinguish between existing and renewed 
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stocks from time to time; and different levels of prices can¬ 
not be adopted for the two kinds of stocks. 

As there are numerous articles, and varying grades of 
each one of them, not all of equal importance, it would be 
very vexatious and would give rise to endless litigation, if 
the maximum price of each were to be regulated by the price¬ 
fixing machinery set up. The Indian Ordinance, therefore, 
has taken under its protecting wings a small group of impor¬ 
tant classes of commodities like the common food articles, 
salt, coarser kinds of cloth, kerosene and medicines; leaving 
the prices of the vast majority of other articles to be regu¬ 
lated either by Anti-Profiteering Acts or by the free play of 
the forces of demand and supply. It is essential for the 
success of this scheme that the regulation should be equally 
operative through all the different stages of the productive 
process, viz.^ manufacturing, wholesaling^ and retailing. 
Further, either the regulations should be framed by the 
Central Government or there shouhl be close co-operation and 
co-ordination among the different Provincial Governments; 
otherwise, it would be unfair to prevent the retailer of, say, 
cement in Bihar from charging higher prices when the whole¬ 
saler in Calcutta from whom he purchases is permitted to 
raise his price. The‘ economic effects of price control bv 
means of Excess Profits Dutv, \nti-Profiteerin<r Acts and 
Price-Fixation would be different. Under the first, and to 
the extent that the Excess Profits Dutv is not evaded, price 
increases are permitted and the Duty acts as a concealed form 
of taxation on the consumers, y)articularly on consumers of 
imported articles, in proportion to th<ur ctmsiimption; under 
the second, price increases are p<‘rmitted onlv to the extent 
to which costs have been raised: and, under the third, either 
price increases are not permitted at all or permitted only to 
the extent thought justifiable bv the regulating authority. 
It should be noted, however, that because prices are. pre¬ 
vented from rising, it does not necessarily follow that excess 
profits are not being earned or that there is no profiteering. 
Such profits would accrue in spite of stability of prices, if 
costs are reduced as a result of works running continuously 
at full pressure, goods finding ready sale without price- 
cutting, dilution of labour, temporary suspension of Factory 
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Acts, etc. Accurate costing and careful keeping of records 
of prices are thus necessary for the effective working of the 
price-fixing machinery. 

Once the initial disturbances due to the outbreak of war 
has been mastered, there remains the question of price policy 
in war-time. Some rise of the price level is inevitable if 
the war lasts for any length of time. It manifests itself first 
in the prices of articles produced in enemy countries, and 
here prices record their maximum rise. In spite of laws 
against trading with enemy countries, the supply of such 
goods need not be entirely cut off, inasmuch as such goods 
may be imported through neutral countries. Goods import¬ 
ed froip allied countries advance in price due to the smaller 
production of such goods in the country of origin owing to 
man power having been partly withdrawn either to fight at 
the front or to produce munitions, etc., more urgently need¬ 
ed, greater war risks, higher transport cost and limited 
shipping accommodation. Goods from neutral countries too 
rise in price, though to a smaller extent, partly due to war 
risks and partly to exchange depreciation. Of the goods 
produced in the country itself, even if the country is not 
actively participating in war operations (as is the case with 
India), some goods would rise in price due to greater demand 
abroad as for jute bags; others such as medicines and 
iron and steel goods produced within the country, due to 
shutting out of competitive imports; still others rise in price 
as their production in the country is dependent on materials 
imported from abroad, such as sugar machinery. Prices 
of different goods are connected with one another in such 
devious and intricate ways that changes in the prices of some 
important classes of goods bring about sympathetic changes 
in the prices of most other goods as well, provided every one 
is able to safeguard his own interests. Such an assumption, 
however, is hardly true of any country and least of all is it 
true of India; with the consequence that uneven price changes 
adversely affect the economic condition of different classes 
in the community. 

What is the duty of the Government with regard to such 
rises in price? Where the rise is due to an increase in 
cost, the Government cannot but allow it unless it is prepared 
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to subsidise the article as the British Government did in the 
case of bread during the last war. Where, however, the 
rise is due to scarcity of supply brought about by controlled 
production within the country or controlled imports due 
either to restricted shipping accommodation or deliberate 
curtailment of the imports of essential articles with a view 
to maintaining exchange and financing the essential imports, 
the Government might institute price control and prevent 
the exploitation of scarcities. But in that event it should 
be noticed, as Sir William Beveridge points out in his article 
on War Without Waste in the Times, that first, control 
of prices without assurances and control of supply is nuga¬ 
tory and disastrous; and second, that keeping the price of 
any article in keen demand below what the consumer would 
pay for it almost inevitably leads to rationing or other 
control of consumption.” 

Another important cause of rise of prices in war-time 
is inflation of currency. Past experience has demonstrated 
without a vestige of doubt that if the war is a prolonged one, 
inflation in one form or another is bound to occur. If there 
is an increase in consumers’ income brought about by en¬ 
larged Government expenditure without a corresponding 
increase of goods on which the income is spent, prices are 
sure to rise. But Government, which is the biggest single 
consumer in the community, may in its own interests try to 
control prices, at least of essential goods, in order to keep 
its own expenditure down. If, by a policy of rationing 
supplies and controlling consumption, combined with a system 
of price control, it can create a surplus unspent income in the 
pockets of consumers, then this surplus income may be made 
available to the Government for war expenditure either by 
taxation or by inducing it to be invested in war loans. 
There is also the further incentive to control the prices of 
the necessaries of life in order to keep down the cost of 
living of the working classes, whose income, as past 
experience has repeatedly shown, does not keep pace with the 
rise of price; and who, therefore, naturally become restive 
and discontented. This every Government, particularlv 
democratic Governments, would try to avoid in war-time. 
There is yet another reason which might induce the Govem- 
F. at 
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ment to keep down the rise in price level in war-time. One 
of the recognised methods of financing war expenditure is 
by raising loans. Loans incurred in war-time, when prices 
are inflated and interest rates high, are repaid (or at least 
interest payments are continued) in peace-time when prices 
are deflated and interest rates lower. This enhances consider¬ 
ably the burden of war debts. In order to reduce this future 
burden, Governments are now attempting to control both 
interest rates and price levels in war-time (vide the reduc¬ 
tion of the Bank-rate in England from 4 to 2 per cent within 
less than two months of the declaration of war). Though, 
therefore, it appears from what has been said above thal 
the Government is vitally interested in stabilising prices in 
war-time, yet it is not possible for it to attempt to control all 
prices. The utmost it can hope for is to control the prices 
of important standardised commodities, with the consequence 
that rises are concentrated on the prices of uncontrolled 
goods; thus laying the Government open to the charge of 
being unfair in its treatment of the different sections of the 
community. 

What is the bearing of all this argument in relation 
to India at the present juncture? The profiteering and 
forestalling tendencies manifest at the outbreak of hostilities 
have been effectively dealt with by the Defence of India 
Rules and the country is gradually settling down to war 
conditions. Scarcity may manifest itself in regard to im¬ 
ported goods due to submarine and aerial warfare, limited 
shipping accommodation, etc., and prices may rule higher 
than costs, and some amount of control over supply and 
prices may prove desirable; but for the present the control 
mechanism set up by the Government does not in general 
apply to imports. Scarcity due to controlled production 
necessitated by the diversion of material and human re¬ 
sources to war purposes is not likely to manifest itself in 
India and price control is not called for on this score. 
Even the feared rise in house-rents proves, on a reference to 
the experience of the last war to be not such as to call for 
special intervention on the part of Government, There 
remains, however, the important cause of rise in prices due 
to increase of cost and inflation. It is proposed to control 
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this on the “ cost plus ” basis. If the war drags on and 
war materials and foodgrains come to be purchased in large 
quantities for export, if Indian fighting forces are substan¬ 
tially enlarged and the expenses of Indian troops fighting 
abroad are met out of the Indian exchequer and if war loans 
are raised in India, prices and costs are bound to rise. 
Even were none of these things to happen in India, but if 
there is inflation and rise of prices in the United Kingdom, 
it is bound to produce repercussions on Indian prices unless 
the exchange rate is deliberately manipulated in the interest 
of price stability in India. The history of Indian prices 
during the last European war (1914—18), however, shows 
that the prices of goods produced in India rose much less 
than the prices of imported goods. Thus the index number 
of prices of articles of export rose from 100 in 1913 to 129 
in 1918, while the corresponding index number of the prices 
of imported articles rose from 100 to 247. Among the 
important commodities the prices of which rose considerably 
in India during the last war were the metals, cotton and jute 
manufactures, coal, salt, sugar, ghee, wheat and kerosene. 
We have seen that the maximum rises occurred in the case 
of imported goods (naturally enough when we remember 
that maritime freights alone rose to anything from eight to 
twenty-seven times the pre-war rates in the course of the 
first three and a half years of war). Since the last war, 
however, our industrial production of cotton manufactures, 
metals and sugar has increased considerably, and their prices 
are not likely to increase so much during the present war as 
they did during the last war. The rise in the price of salt 
was partly due to the increase of salt duty during the last 
war and the same may be expected during the present war 
too. The conference of Marketing Officers held recently at 
Delhi pointed out that the fixing of prices presents enormous 
difficulties and that price fixing should therefore be resorted 
to only in special cases. In my opinion, as indicated by 
the experience of the last European war, the price-fixing 
machinery recently set up should take under its protection 
a selected group of important commodities such as those in¬ 
dicated above, and keep careful records of prices, supplies, 
production costs, distribution charges, etc. The prices of 
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most other commodities may be left to be regulated by the 
free play of the forces of demand, supply and competition. 
It may be pointed out here that Indian prices had not recover¬ 
ed from the last slump (1930—34) quite to the same extent 
as prices in manufacturing countries like the United King¬ 
dom, and since the middle of 1937 there has been a further 
setback. As is well known the Indian rupee, at the current 
rate of exchange, is under-valued in relation to sterling. I, 
therefore, agree with the view expressed by the Provincial 
Marketing Officers at Delhi that the agriculturist is entitled to 
look forward to some increase in the price of his produce 
and it is undesirable for the present to check any rise in the 
price of agricultural produce that may come his way. In 
fact prices of agricultural produce are more influenced by 
weather conditions than by the exigencies of war. The 
price index of food-grains during the last war increased from 
100 in 1913 to 134 in 1918, yet the increase did not exceed 
14 per cent during the first three years of war, though some 
allowance has to be made here for the rise in exchange rate 
which has the tendency of keeping down prices. 



LABOUR IN ANCIENT INDIA 


BY 

Prof. K. S. Srikantan, 

Professor of History and Economics, Belgaum. 

Labour formed the backbone of Hindu society. The 
authors of the Dharma and Artha Sastras repeatedly observe 
that on a contented Labour class depends the growth of 
society and stability of government. It was, therefore, the 
paramount duty of the king to look to their welfare and to 
defend their cause in case of difference of opinion between 
the labourers and their employers. Says Sukra, “ Accord¬ 
ing to the qualifications of the workers, there should be the 
rates of wages, fixed by the king carefully for his own 
welfare.” Again, he observes, “ One should neither stop 
nor postpone payment of wages.” Says Narada, “ A master 
shall regularly pay wages to the servant hired by him, 
whether it be at the commencement, at the middle, or at the 
end of his work, just as he had agreed to.” “ An employer 
who postpones payment and fails to pay wages shall be 
punished with a fine of 12 panas or 5 times the amount of 
the wages.” Says Brihaspati, “ When a master does not 
pay wages for the labour stipulated, after the work has been 
performed, he shall be compelled by the king to pay it, and 
a proportionate fine besides.” Disputes regarding wages 
were decided personally by the king on the strength of 
evidence furnished by witnesses. “ In the absence of 
witnesses,” says Kautilya, “ the master who has provided 
work for the servant shall be examined.” 

Wages in Ancient India appear to have been fairly 
high, for again and again the lawgivers observe that wages 
were expected to enable the labourer and the members of his 
family to lead a normal standard of life. According to 
Sukra, an equitable rate of wages was that which provided 
not merely die absolute necessaries of life but that which 
recognised the ‘ Standard of Life and Comfort ’ as implied 
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in the care of family and dependants. Low wages were even 
considered dangerous to society, for “ those who get low 
wages are enemies by nature.” Again, “ the master’s harsh 
words, low wages, severe punishment and insult, bring out 
in the servant the attributes of the enemy.” Those who are 
satisfid with wages and honoured by distnctions and 
pacified by soft words never desert their master. Sukra 
defines the different kinds of wages as follows; “ Moderate 
remuneration is said to be that which supplies the indispens¬ 
able food and clothing. Good wages is that by which food 
and clothing are adequately supplied. Low wages is that 
by which only one can be maintained.” Wages were 
calculated sometimes according to time and sometimes 
according to turnover. “ Remuneration can be paid accord¬ 
ing to time, work, or both.” That wages were high is also 
clear from the fact that one Jataka speaks of even servants 
giving alms (Jat. Ill, 445-446). 

Labourers, who were attached to an employer for a long 
time, were entitled to several concessions. “ The king 
should grant half the wages for life without work to the man 
who has passed 40 years in his service, and if the labourer 
was not living, this is to be given to the widow or son or to 
his well-behaved daughters. Every labourer is entitled to 
a respite of 15 days every year.” Again, “ the employer 
should give the servant one-eighth of the salary by way of 
reward every year and if the work has been done with 
exceptional ability, one-eighth of the services rendered.” 
Sickness was not to be taken advantage of for dispensing 
with the services of labourers. On the other hand, they 
were to be given wages even when they were confined to 
their beds. “ Even a slight portion should not be deducted 
from the full remuneration of a labourer, who has been ill 
for half a fortnight; but if the disease were to continue long, 
the labourer was entitled to three-fourths of his remunera¬ 
tion until the period of his recovery. But if he were 
permanently incapacitated, then three months’ wages were to 
be paid to a servant who had served for five years, and six 
months’ wages to those who had served longer. Every 
labourer was to be given enough leisure to attend to his 
domestic duties.” “ For the discharge of their domestic 
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duties, servants should be granted leave for one yama 
during daytime and three yamas by night, and a servant who 
has been appointed for a day should be allowed half a 
yama.” 

Wages were thus fixed not merely for the labourers 
working under an employer, but also for artisans, for, in 
those days, the term ‘ labourer ’ included all kinds of workers 
—artisans, domestic servants, and industrial labourers. In 
short, the term ‘ labourers ’ included, (1) Agricultural 
labourers employed for tillage, watching and harvesting of 
crops, (2) Pastoral labourers employed for tending and 
grazing cattle and for dairy-production, (3) Industrial 
labourers employed in spinning, weavii^ and other manu¬ 
factures, (4) Mercantile labourers employed for hawking 
wares, and (5) household labourers employed for domestic 
service {Indian Culture, 1937). Speaking about the wages 
of artisans, Sukracharya observed, “ The goldsmith’s wages 
is to be l/30th the value worked upon, if workmanship is 
excellent, l/60th if mediocre, and half of that if of inferior 
order, wages to be half of that in the case of Kataka 
(Bracelet) and in the case of mere smelting half of that. 
The silversmith’s wages is to be half if the workmanship is 
of the highest order, half if of mediocre and half of that if 
inferior and half of that if Kataka. The wage is to be J 
in case of copper, zinc, jasada metal, half or twice or 8 
times in the case of iron.” Says Kautilya, “ As to wages 
not previously settled, the amount shall be fixed in propor¬ 
tion to the work done and the time spent in doing it. Wages 
being previously unsettled, a cultivator shall obtain 1/10 
of the crops grown, a herdsman 1/10 of the butter clarified, 
a trader 1/10 of the sale-proceeds.” 

The king took great care to see whether the wages 
received by the artisans and labourers were enough to meet 
their ordinary wants or not. A careful study was made of 
the family budgets with a view to know their assets and 
liabilities. Says Kautilya, “ A gopa shall keep account of 
ten households, twenty households, or forty households. 
He shall not only know the caste, gotra, the name and occupa¬ 
tion of both men and women in those households, but also 
ascertain their income and expenditure.” Tlte employers 
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were expected to provide a kind of provident fund for the 
labourers. Says Sukra, “ The master should keep with him 
as deposit one-sixth or one-fourth of the servant’s wages, 
should pay half of that amount or the whole in two or three 
years.” Wages, however, were not always paid in cash. In 
fact, the Jatakas give instances of several curious kinds of 
payments. A Brahmin youth serves a Chandala as a servant 
to acquire a charm. A girl, in another Jataka, is taken 
into service for three years in a family for a scarlet robe, 
and a wife is got after working for seven years in a house 
{Indian Culture). Says Narada, “ For tending hundred 
cows, a heifer shall be given to the herdsman as wages 
every year; for tending two hundred cows, a milch cow 
shall be given to him annually, and he shall be allowed to 
milk all the cows every eighth day.” 

Employers were expected to treat the labourers kindly 
and speak to them in a soft and gentle manner. He should 
gratify them by gentle looks and smiles, soft words, good 
feast and clothes, and betels and wealth.” Asoka, in his 
Rock Inscription XIII, ordains kind and gentle treatment 
of the ‘ dasas.’ Artisans were regarded in a special manner 
devoted to the royal service, and capital punishment was 
inflicted on any person who impaired the efficiency of a 
craftsman by causing the loss of a hand or an eye. 

The workers often joined together and had guilds of 
their own. We read of several kinds of guilds in the 
Jatakas. These guilds were recognised by the State and 
their demands always received very careful consideration 
at the hands of the king. In the Mukapakkha Jataka, we 
are told that the king, while going out in the full splendour 
of state, assembled the four castes and the eighteen guilds. 
This number eighteen appears to have been a conventional 
number for we meet with more than 25 kinds of guild 
organisations in the Jatakas. Some Jatakas show that the 
heads of guilds sometimes held high posts in the state and 
were favourites of the king; one of them often represented 
the interests of the labourers in the Cabinet. These guilds, 
besides acting as intermediaries between the state and the 
individual labourer also appear to have considered questions 
of a purely personal character. In Vinayapitaka IV, 226, 
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we have the instance of a guild which arbitrated on occasions 
between its members and their wives. 

Great care appears to have been taken regarding the 
question of housing the labourers. Kautilya discusses in 
detail the nature of the houses and the locality that was to 
be set apart for the labourers. The owners of houses may 
construct their houses in any other way they collectively like, 
but they shall avoid whatever is injurious; with a view to 
ward off the evil consequences of rain, the lop of the roof 
shall be covered over with a broad mat, not blowable by the 
wind. Neither shall the roof be such as will easily bend or 
break. Violation of this rule shall be punished with the 
first amercement. The same punishment shall be meted 
out for causing annoyance by constructing doors or windows 
facing those of others’ houses except when these houses are 
separated by the king’s road or the high road.” 

From the foregoing paragraphs, it is clear that 
labourers in Ancient India enjoyed far more privileges than 
their brethren do today. They were paid well, treated kindly 
and accommodated comfortably. A very good feature of 
Ancient-Indian labour legislation is the fact that they includ¬ 
ed among labourers ” even domestic servants and all 
possible protection was given to them from the tyranny of 
bad masters. It is not often realised that today in India 
many are the domestic servants who are treated worse than 
slaves, and silently they suffer as they have no organisation 
to protect them. labour legislation, in fact, has not touched 
them and may not touch them until they join together and 
form a Union, which however is a remote possibility. The 
labourers again were allowed to pay their taxes by means 
of service. Says Manu, Mechanics and artisans as well 
as Sudras who subsist by manual lal)our, ihe king may cause 
to work for the state one day in each month.” But they 
were not forced to work. Said Iliuen Tsang, discussing the 
(conditions of the India he saw, ‘‘ The families are not 
entered on registers and the people are not subiected to 
forced labour. When the public services require it, labour 
is exacted but paid for; the payment is in strict proportion 
to the work done. 

F. .32 




SCOPE OF ECONOMICS 


BY 

B. G. Bhatanagar, M.A., 

Allahabad University. 

Economics as we all know has passed through various 
stages of evolution and even today has by no means reached 
that stage where its votaries could be certain as to what they 
are about. In this particular it could without much 
exaggeration be likened to that uncertain and indefinite 
identity called God. Good old people, simple and straight 
forward as they were, used to define Economics as the 
Science of Wealth. Their more sophisticated successors 
mercilessly criticised them for having this narrow and 
Mammonian definition, and framed their own definition as 
the study of tlie activities of man in relation to wealth 
earning and wealth consuming. Their idea was further 
elaborated by Marshall who defined Economics as the 
“ study of Mankind in ordinary business of life, it examines 
that part of individual and social action which is most 
closely connected with the attainment and with the use of 
the material requisites of well-being.” And today it is 
Bobbin’s definition that would appear to grip the imagina¬ 
tion of the present generation of economists. Robbins 
defines Economics as the ” Science which studies human 
behaviour as a relationship between ends and scarce means 
which have alternative uses.” 

Without entering into the relative merits of these 
definitions and that because all the three mean practically 
the same thing, I propose to pass on to the light that these 
definitions throw on the scope of the Science of Economics. 

The simplest and the most adversely criticised defini¬ 
tion is number one and that because, we are told, it 
completely ignores man—the Prince in the Play of Hamlet. 
May I ask fellow-economists if it is true? Somebody said 
that brevity is the soul of wisdom, and I may say what 

645 



646 


B. C. BHATNAGAR 


nobody has yet said directly that verbosity is the soul of 
idiocity. There is a Persian saying ‘ Aqalmandan ra 
Ishara Kafi Ast,’ i.e., to wisemen a sign, a gesture is enough. 
The earlier economists when defining the science of Eco¬ 
nomics took it for granted that their appeal was to the men 
of understanding only. That was their only fault as far as 
1 can see. 1 ask you again is it true that in the first defini¬ 
tion man is absent? Before you give an answer to my 
query, pray bear with me for a minute or two. Is there 
any science even the so-called physical sciences such as 
Chemistry, Physics or Mathematics or Geography which 
man does not study from the point of view of the well-being 
of mankind.- To my mind the very reason of our study of 
any of these sciences is man’s well-being. This from the 
point of view of what wisemen take for granted while speak¬ 
ing to wisemen. Now let us look at the definition from 
the point of view of the tacit implications of the word 
Wealth. Is wealth something independent of man or 
mankind like the Sun, the Moon and the Stars; or is it 
something which vanishes in the air unless placed in utter 
proximity to man? On your answer to these simple 
questions will depend the answer whether or no the defini¬ 
tions of the first masters was as comprehensive as it should 
have been for men of average commonsense and average 
understanding. 

Framing of a definition to my mind is an art and the 
art consists in conveying the whole scope of a science in as 
simple and as few words as possible, if this definition of 
the term definition is correct, then I submit that the defini¬ 
tion of Economics framed by the early economists was a 
masterpiece of art—short, simple and yet full of signifi¬ 
cance. When Princes carry valuables with them they take 
a few pieces of diamonds; when paupers do so they carry 
thtir shells, their utensils and their clothes with them. It is 
so not because the Princes do not need utensils, chairs, tables 
and clothes that they leave them behind. It is because the 
diamond crystals can any moment be converted into 
any number of utensils, chairs, tables and clothes. 
So thought our Prince Economists of the earlier period. 
The term Wealth had but to be amplified and the later 
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definitions of Marshall as that of Robbins could be shewn to 
be covered by it. It was an evidence of the depth and the 
width of their thought. The modern definitions are but the 
indices of narrowness of vision and the shallowness of 
thought. They dilate upon the few possessions that their 
owners own. Scope of Economics studies is thus Wealth. 
And wealth is that which Mankind, nay even a single man, 
considers as useful to it or him—whether material or 
immaterial—and which has comparatively shorter supply 
than the demand for it. This, to my mind, is the correct 
definition and the correct scope of the Science of Economics 
and I submit it for your careful consideration. 




SOME ASPECTS OF THE INDIAN LABOUR 
PROBLEM 


BY 

S. K. Rudra. 

It is a mere truism to stale that from every point of 
view, the rapid industrialization of the country is the urgent 
need of the times. To achieve this end one of the most 
vital factors would be the proper handling of labour. 

There are two aspects of this problem that appear to 
us to be of supreme importance. The first is the matter of the 
efficiency of our labour force. This has to be enhanced and 
increased in all directions. This is a basic requisite. In 
these days of severe competition, both in the home and in 
the international markets, margins of profits, in all under¬ 
takings—except those that enjoy natural or acquired mono¬ 
polistic control—have been reduced to the minimum. 
Without incrf'ased efficiency in labour as well as in other 
factors, as for example in management, financial arrange¬ 
ments, marketing and shipping processes, the fate of our 
industries cannot be bright. In this paper we are concern¬ 
ed with the efficiency of the labour factor alone. 

The second aspect of the problem that appears to us 
to be of significance is the question of peace in industry. 
This also is an essential condition. Interruption of the smooth 
working of the industrial machinery of the country, either 
by strikes or by lock-outs, or even the prevalence of the 
atmosphere of tension and hostility between management 
and workers, must, inevitably, lead to the deterioration of 
industrial efficiency. The repercussions of constant indus¬ 
trial warfare between employers and workers, is bound 
to have an adverse effect upon the economic and social 
life of the nation. The accumulation of capital resources 
and their investment would, unquestionably, be retarded. 
Such an eventuality would inflict, progressively, grave 
injury to the community and the State. Such a possibility 
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cannot be viewed with equanimity. Any suggestions, 
therefore, however feeble in themselves, that can be offered, 
both for the promotion of the efficiency of labour and peace 
in industry, deserve examination. Hence this attempt. 

As to the subject of efficiency, amongst the several 
matters that can be brought forward, there are three con¬ 
siderations that, to our mind, stand out pre-eminently. The 
first is the need for increased literacy amongst our working 
classes. We should press for a sustained, and well-directed 
policy of primary education in the Provinces. We should 
also require that the content of this education should be 
different from what it has been in the past. The education 
that is imparted should not only teach the children the 
Three Rs. It should also build up their bodies, inculcate in 
them hygienic habits and engender within them the com¬ 
munity-sense. Their training should develop in them the mani¬ 
pulative and mechanical sense. This mechanical bent 
has to be created early in life. Thus only can skilled 
and efficient operatives be secured. In the scheme 
of Basic Education, it would be desirable, if special 
attention were also given to the training up of the industrial 
type of worker. Such a minimum of mental, physical and 
industrial training is indispensible for our labour force. 
My recent trip to Japan has convinced me beyond a sliadow 
of doubt, that the Japanese system of primary education, 
which extends from 6 years of age to 13 years, for eveiy 
boy and girl, throughout the length and breadth of Japan, 
is an elemental factor, in producing the high-grade efficiency 
of the Japanese industrial worker. In our own country, 
all students of the labour problem, as well as Royal 
Commissions, Labour Enquiry Committees, foreign obser¬ 
vers, and indeed our own employers themselves, have 
declared the great need for education. It is appalling, 
if not pathetic, to see our ignorant and unlettered 
people working in our mills and factories and to 
compare and contrast them with workers in foreign lands. 
The wonder is that our workers have done so well. From 
the plough to the modern plant, is no small jump in the long 
process of industrial evolution. It clearly demonstrates the 
innate ability and educatability of our peoples. We are of 
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opinion that a system of free and compulsory primary edu¬ 
cation, of the type indicated above, should be applied with 
special care and vigour in all those Wards, Bastis, Settle¬ 
ments and localities where the working people reside in our 
industrial cities. The same should be attempted in all those 
rural areas from where our labour is recruited for our vari¬ 
ous industries. Such regions are fairly easily definable. 
If such a policy were applied with determination, and the 
content of primary education carefully revised, we feel con¬ 
fident that within a decade, appreciable change for the 
better would be visible. The task is neither so hopeless nor 
so unmanageable as to be beyond our resources and our 
capacities. 

The next important factor which would add greatly to 
the efficiency of our labour is the need for vocational selec¬ 
tion and guidance. So far our labour has been drifting into 
industry by the accident of chance. Recruitment has been 
haphazard. Mukkadums, Sardars, Sarangs, Kanganies^ 
jobbers and foremen have so far had their way. But their 
day is now over. We have, however, to remember that 
employers and their agents have evolved some rough and 
ready methods in the matter of labour recruitment. For 
instance, men of particular village or region or caste or 
community are regarded as better fitted for certain kinds of 
jobs. This is not so devoid of sense as it may appear. 
After all, much of the stratification of our society for gene¬ 
rations, has been based upon a functional differentiation of 
occupations. The actual results in our schools of Arts and 
Crafts, in our textile, metallurgical, mining and tea-planting 
industries, have proved this method of selection to be not un¬ 
satisfactory. Evidence in this direction is not lacking. 
Much skill and talent in our well-known arts and crafts has 
flowed dov/n in this manner from the past. Even amongst 
other nations, children tend to follow their parents’ vocation. 
This is due partly, of course, to inertia, lack of information, 
want of mobility, but more, we believe, due to deliberate 
selection, and preference. But this method is really a 
process of group selection. It is good so far as it goes. It 
is not satisfactory for the selection of the individual. For 
instance, a weaver’s son may not turn out necessarily to be 
P. 33 
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a good weaver, nor for ihe matter of that, a cobbler’s son 
prove to be a bad mechanic. It is individual rather than 
group selection that is essential in the recruitment of 
modern labour force. Each individual counts for so much 
in the team-work of the modem factory system. Our indus¬ 
trial development has outgrown the old stage. The old 
methods or lack of methods, in the recruitment of labour 
will no longer satisfy present requirements. We have 
entered into a new phase of our industrial evolution. We 
are faced with ever-growing and keener conpetition both at 
home and abroad. Competitive prices, and cut-throat com¬ 
petition, under normal circumstances of course, are leaving 
small margins of profit. Qualitatively too, the intensity of 
competition is growing severer. It also has to be borne in 
mind that with heavier rationalization both in plant and 
process, and the utilization of costlier equipment and 
machinery, skilful handling and intelligent supervision is 
absolutely essential. Efficiency in production cannot be 
obtained otherwise. Cost of wear-and-tear, damage to 
machine and material by unintelligent and careless handling, 
make the difference between margins of gain and loss. 
It is acknowledged that our rates of depreciation, as well as 
costs of repairs are heavier than for similar industries in 
most other countries. These are handicaps of a serious 
order that impede our industrial progress. Vocational selec¬ 
tion is, therefore, of the greatest moment for the future 
prosperity of our industries, if not for their very existence. 
Contact with some of our industrial concerns in this country, 
and the opportunity of observation in foreign countries, have 
convinced us that, for the sake of survival, we shall have to 
adopt, and that speedily, some kind of scheme for the selec¬ 
tion and training of our industrial labour. Happily, we 
find that some of our industrial concerns are adopt¬ 
ing such selective methods in the recruitment of their labour 
force. They are also following this up with a period of 
specialized instruction. But, such isolated attempts and 
experiments, however sound and praiseworthy, are not suffi¬ 
cient. We are of opinion that this matter is a question of 
national importance. It deserves to be taken up 
seriously. We, therefore, propose that in all Provinces 
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ihe Departments of Education, in conjunction with the Depart¬ 
ments of Industries and Labour, and in close collaboration 
with Employers Associations and Trade Union Organisa¬ 
tions, and with the participation of the Universities, should 
set up institutions for labour selection. A beginning must 
be made. For a start one such Provincial centre may be 
brought into being and tried out. Without some such 
arrangement our industrialists will be severely handicapped 
in the competing markets of the world. We are not obli¬ 
vious of the fact that it has been stated by some authorities 
that modem machinery is so skilfully constructed and 
devised, that it functions automatically, and needs little train¬ 
ed manipulation. It is fool-proof. It can be operated by 
semi-skilled labour. This is undoubtedly true of some 
part of our industry. But over the greater part of the rest of 
the industrial field, even the modem type of machinery 
requires well-trained labour and specialized supervision. 
So the question of selection is paramount. 

The third matter in the promotion of efficiency is the 
creation of technical schools in the country. Together with 
workshop training or apprenticeship in the works themselves, 
children and young people should be required to attend 
technical or trade schools. These young people are not 
full-time employees. They, therefore, should be able to 
attend these schools as part-time students. If this scheme 
should prove to be unsatisfactory, for one reason or another, 
it should at least be made clear that, apart from exceptional 
cases, no one will be promoted to the rank of jobbers, fore¬ 
men or supervisors who has not attended and held the 
diploma from one of those technical schools or colleges. 
Employers of labour may regard this suggestion to be 
academic. But they are bound to realise that in all 
go-ahead nations, such positions of supervisors and others 
are, in the majority of cases, filled by those who, in 
addition to their workshop experience, have attended a 
comprehensive course of study in their in their particular 
trades at one of these technical institutions. It is only with 
such well trained labour and technically advanced super¬ 
visory staff that they are able to maintain, and add to, their 
efficiency. Men and machinery have to be appropriated and 
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skilfully to be combined to give the best results. This is 
a matter of experience, as well as of knowledge. Hence 
the need for thorough training. 

Obviously, there are several other matters that can be 
mentioned which could enhance the efficiency of our workers. 
For want of time and space, however, we refrain from 
detailing them here. We feel convinced that if the three 
aspects that we have indicated above, namely, of the improve¬ 
ment and application of general education at the primary 
stage; the recruitment of labour on a vocational selection 
basis; and the requirement of attendance of young people at 
technical schools, and the appointment of the supervisory 
staff only from the ranks of such qualified workers; were 
adopted and followed, the efficiency of our industries would, 
within a decade, show distinct signs of improvement. 

The second main aspect to which we desire to draw atten¬ 
tion is the matter of peace in industry. Our industrial 
progress is not at a stage of development, nor of such 
strength or magnitude, as to be able to stand the strain of 
constant and prolonged industrial strife. It is, we believe, 
proved, that the immediate effects of such industrial conflicts, 
in the great majority of cases, are detrimental both for the 
employer as well as for the employed. Almost invariably, 
such strifes are harmful to the public. Apart from the 
material loss occasioned, the legacy of all such industrial war¬ 
fare is baneful from the social and the political point of view. 
It has, however, to be admitted that, often, it has been only 
through such bitter strife that the lot of the working man and 
woman has improved. It is held that the need for such 
extreme measures are now not so required. We recognise 
that we have not yet reached the millennium. Friction 
and conflict are bound to arise. But, none-the-less, it is 
incumbent upon us to explore ways and means by which 
industrial warfare may be minimised, and peace in in¬ 
dustry be extended. 

One of the major causes of industrial disputes is un¬ 
doubtedly the all-important question of wages. In the 
history of the labour movement of all countries, this has 
proved to be the case. In our country too it has been the 
same. Undoubtedly, other causes also exist. But the ques- 
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tion of wages is by far the largest single cause of industrial 
struggles. We have to recognise this essential fact. Even 
in a communist economy, the problem of wages is not free 
from dispute and difficulty. The industrial nations of the 
world have had to, and do still, face these and other diffi¬ 
culties in the conduct of their industrial affairs. A com¬ 
parative study of the methods adopted by them leads us to 
recommend that we too should be well-advised to adopt simi¬ 
lar remedies. 

One of these remedies that has been increasingly adopted 
by other industrial nations, is the introduction of Mini¬ 
mum Wages legislation in the matter of wage regulation. 
We are of opinion that all fair-minded students of the 
problem would admit that this provision has had consider¬ 
able influence in promoting peace in industry. Admittedly, 
it has had the largest influence in the ranks of unorganis¬ 
ed or poorly organised labour, for whom, in effect, this piece 
of legislation has been particularly devised. The principle 
on which Minimum Wages legislation has been based has 
differed in different countries. For instance, some 
countries have adopted an objective standard of living, with 
specified content, as a criterion for fixing the Minimum 
Wages for an adult male worker. Others have adopted a 
similar standard, but have enlarged the unit. Instead of 
having the single male worker, they have taken into con¬ 
sideration the fact of a wife, and children of specified mem¬ 
bers. Others have kept in view the ability of the industry 
to pay the prescribed minimum. It is argued that in a com¬ 
petitive and capitalistic economy, the employer, after all, 
cannot be expected to pay a wage-rate which is above the 
worth of the marginal worker. He may be able to do so for 
a short period of time, but he would not be able to do so 
over long period and hope to survive. He could only do so 
if he was able to economise on other factors or improve his 
efficiency. Much would also depend upon his own position 
in the industry concerned. The consequences of unemploy¬ 
ment or under-emplojrment would emerge if an uneconomical 
wages-rate were enforced upon him. This would create 
series of fresh problems. Some countries, where the main 
supply of labour comes from the rural areas, have adopted 
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the agricultural labourer’s daily wages as a basis, with 
additions to meet city conditions of living as the minimum 
wage-rate. The variety in connection with Minimum Wages 
legislation is considerable. But the central idea is to give 
some kind of support to the principle of a living wage, 
however determined. We ourselves are of opinion that the 
State should set up the requisite machinery for this purpose. 
But that it should leave the fixation of the minimum wages to 
the mutual agreement of the representatives of capital and 
labour, duly organised, in the industry concerned. With the 
exception of those categories of general labourers, where 
organisation is not feasible or is weakly developed, like 
contractor’s labourers and others, Government itself should 
determine the daily wage-rate. Where, however, agreement 
is not possible, then the State should have the necessary 
machinery for arbitration, by impartial and competent 
authority. This nature of arbitration is a matter of detail, 
as long as the principle of arbitration is conceded and 
employed. We are inclined towards the view that the insti¬ 
tution of the minimum wage in respect to various industries 
and in various centres would be a useful measure. If wisely 
and carefully applied it may become a potent factor in the 
promotion of industrial peace in the country. 

The second suggestion that we would like to advance as 
a means of achieving peace in industry is the need of an 
institution for the study of the many matters that are involv¬ 
ed in the problem of labour. It is obvious that such intri¬ 
cate issues cannot be solved satisfactorily, without the assis¬ 
tance of carefully collected and well-sifted data relating 
to industrial and labour conditions, circumstances and affairs. 
For instance, in the matter of the minimum wages, much care¬ 
ful information would be needed about working-class 
families, their budgets and their incomes in the different 
industries and in different cities. In the absence of such care¬ 
fully observed and co-related data, it would be injudicious, 
and indeed even injurious, to the cause of labour itself, to 
enforce any kind of enactment. For such, and allied prob¬ 
lems, it is incumbent upon the State to institute and organise 
properly constituted Departments of Labour in each Province. 
If necessary, sub-offices in the main industrial cities could 
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also be established. The Bombay Labour Office would pro¬ 
vide an excellent model. The functions of such Labour 
Bureaux could be modified to suit the peculiar conditions of 
the individual province, respectively. 

One of the essential functions of such a Bureau would 
be to collect working-class family budgets, and construct an 
index-number indicative of the cost of living of the working- 
classes. Such an index-number would be regularly main¬ 
tained. The price-level fluctuations would be observed 
and recorded. We are confident that such an instrument 
would be of powerful service in smoothing out the disputes 
that are always engendered due to price fluctuations. These 
fluctuations naturally modify the purchasing capacity of the 
money wages of the workers. Thereby it affects their stan¬ 
dard of living. By pre-arrangement it is possible to obviate 
strife. For the basic wage-rate may be agreed upon to be 
modified for a change of a given magnitude in the price-level. 
Thus automatically much cause for trouble would be eli¬ 
minated. The wheels of industry could go round smoothly. 
At present, barring a few centres in the country, the question 
of the price-level, cost of living, and wages is largely left 
to guess-work. Hence, the constant friction and strife. 
We are prepared, however, frankly to admit that it is not 
merely the change in the price-level that is the sole cause of 
dispute about the wages question. There is, definitely, the 
demand, put forward with stronger emphasis as the days 
succeed each other, that labour is the chief claimant to the 
proceeds of industry. But the fact remains that the service 
of an index-number, maintained by the type of Bureau we 
have contemplated for each Province, would do much to 
promote peace in industry. An additional advantage would 
be, that employers and workers would learn to co-operate 
with each other when they could rely upon the services of a 
third party, as the Bureau, in various matters. The habit 
of collaboration over one field, may well lead to similar 
possibilities in others. 

We turn now to the consideration of another proposi¬ 
tion which we regard as important for the furtherance of 
industrial peace. This relates to the organisation of the 
Trade Unions in the country. We are of the opinion that 
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the first stage in the development of the Trade Union move* 
ment in the country has passed. A new era has emerged. 
In the first stage, it was not so much the workers themselves, 
who felt their disabilities, and ventilated them, as it was their 
leaders, who sprang, almost exclusively, from the ranks of 
the professional classes. Hardly any of these leaders arose 
from the ranks of the homy handed working-men. Many of 
these leaders rendered yeoman services to the 
cause of the working-men. The names of some of 
them will live for ever in the memories of the working- 
classes. Others of these leaders, however, served the cause 
for ulterior motives. Frankly stated, much of the unrest and 
dislocation in our industrial centres has been due, in the 
main, to these leaders, working with mixed motives. For 
instance, the immediate cause of dispute, however occasion¬ 
ed, whether by the question of wages, or by matter of dis¬ 
missal, or by way of discipline, or condition of work or any 
other trade cause, would often be forgotten, and strikes en¬ 
forced and prolonged, by extraneous considerations import¬ 
ed into the situation by the leaders, either for personal reasons 
or for the furtherance of particular political programmes, 
or both. Ignorant workers have been led into attitudes and 
actions that have meant severe loss both to themselves as 
well as to the industry involved. Such a tendency in the 
conduct of our labour affairs, cannot but be deplored and 
viewed with anxiety. We are of opinion that problems of 
industry and labour must be regarded strictly as technical 
questions. They must be treated and solved as such. The 
change in policy, or in the structure of society is a political 
issue. Such programmes must be debated and fought out 
in the arena meant for the purpose. The mixing of the two, 
trade questions and political issues, cannot but be harmful for 
the economic progress of the nation. We are, therefore, led 
to the view that if the main leadership in the Trade Unions 
passes into the hands of the worker-leaders, much good 
would result. The extraneous matters and considerations 
would cease to occupy the dominating place they do at 
present in our industrial conflicts. The frequency and the 
duration of the strikes would not be of the same length as un¬ 
fortunately they have tended to become of late. For after all 
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is said and done, the actual worker-leaders would grasp more 
readily and concretely, the issues involved in the strife. 
They naturally would not be concerned so much with the 
larger social and political aspects of the struggle. We are 
satisfied from personal experience that the worker-leaders 
are technically competent to argue and discuss the intri¬ 
cacies of the questions involved. Indeed, often they have 
shown firmer grasp and greater shrewdness on these points 
than the leaders themselves. At the same time, they are well 
able to appreciate the difficulties that beset the employers. 
These limitations are known to them and recognised. Thus, 
they know how far to proceed with their demands. The 
technical knowledge of the industry on the side of employers 
and workers is a bond that they mutually respect and appre¬ 
ciate. This is, very often, the foundation on which mutual 
agreement is built up and cemented. The idea that the 
workers will be subservient or be intimidated by the 
employers, we are inclined to discount, progressively. This 
was true in the past. Attitudes are very different now. Con- 
sciousnt‘ss of strength, and a new sense of self-respect is, 
happily, fast developing amongst our workers. We are 
confident that our worker-leaders would be capable of dis¬ 
cussing frankly, fearlessly and competently the problems of 
dispute arising between their employers and themselves. 
They would have a rugged and robust independence which 
would give as well as command respect. Workers in other 
parts of the world have a^^sumed control of their own desti¬ 
nies. We do not see why it should be otherwise here. The 
continuance of middle-class leadership in trade-union affairs 
is undesirable as well as unfair to the workers themselves. 
The fact of superior education, sharper intelligence, higher 
social status, or greater political pull is no warrant for the 
continued dominance by men and women of the professional 
classes over the rank and file of labour. This phase in the 
leadership of the trade-union organisation must now pass 
away. We are under no delusion that with this change, 
struggles will cease and peace emerge. Indeed, worker- 
leaders may often involve their unions in bitter and prolong¬ 
ed fights, over really trivial issues. Nevertheless, we are per¬ 
suaded that both for the cause of labour itself, and paradoxi- 
F. 34 
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cally enough for the sake of industry itself, worker-leader- 
ship is desirable. Worker-leaders do ultimately realize that 
their own livelihood as well as the welfare of the workers as 
a whole, is intimately bound up with the prosperity of indus¬ 
try. They would not, in normal circumstances, wish for 
frequent or prolonged interruptions of work. While peace 
may not be ushered in at once, with this change in leadership, 
a new phase in the relationship be^tween employers and 
workers would emerge. We feel confident that this would 
lead towards constructive co-operation between the two essen¬ 
tial elements, namely, the emjdoyers and the workers, in the 
('conomic structure of our society. 

This brings us to another aspect of our proposition. 
We are of the view^ that if this worker-leadership phase of 
trade-union movement is to develop well and gather due 
strength, it must be assisted and up-held by a well-organised 
body of closely sifted information, and well-formed opinion 
and intelligence. In other words, the trade-union movement 
would need to develop a special organ or institution, which 
would act as a clearing-house of information or as a general 
staff of an army. Worker-leaders by their circumstances of 
up-bringing, limitation of resources, lack of leisure and 
contacts would not have that wider knowledge of aff airs 
desirable for successful leadership. Thus, this kind of an 
institution, which may be called a Labour Research Bureau, 
w^ould become essential. It is in such a sphere rather than 
in the active participation of trade-union struggles that the 
men and women of the middle-classes could render service to 
the cause of labour. Light more than heat is required. So 
far our labour movement has been poorly served in this 
regard. .Strikes have been embarked upon, very frequent¬ 
ly, on basis of views and assumptions unsupported by the 
concrete realities of the economic situation. Demands have 
been put forward without due consideration of market situa¬ 
tions. Trade-union intelligence service needs to be deve¬ 
loped and enlarged very greatly. Much work of this 
character has already been accomplished by trade unions at 
Ahmedabad, Bombay, Nagpur and Madras, but it has not 
gained that recognised and stable place in the world of Indian 
labour that it merits. A Research Bureau by its sustained 
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study, investigation and enquiry would in course of time 
acquire such strength, knowledge and prestige that it would 
command the attention of all concerned, including the 
employers. It would in due course become a potent force 
in the community. 

Such a Research Bureau could also discharge another 
important function. It could become the training centre for 
labour leaders. It is true that leaders are born, and not 
made. But once they are born, there is no reason to prevent 
them being trained and instructed. The conduct and 
leadership of trade-union work is no longer a merely tub- 
thumping haranguing or writing occupation. It is a 
technical and whole-time business. It demands the finest 
qualities of a student as well as of a statesman. Serious 
study and application is required if the lot of the workers is 
to be improved, and the prosperity of industry ensured. 
Men and women, who have shown capacity or promise for 
leadership, could be selected and sent for a period of lime to 
the Labour Research Bureau for study and instruction. 
While experience is undoubtedly the best teacher, yet know¬ 
ledge gained at the hands of experts cannot but prove worth- 
^^hile. With such trained leadership, the workers’ cause is 
bound to prosper. We feel confident that Government Labour 
Departments, the International Labour Offices’ Branch at 
Delhi, and the Universities would be happy to collaborate 
with such a Labour Research Bureau. We feel c(^rtain that 
such a Bureau of the Indian Trade Union Movement can be 
as creditable an institution as any possessed by the sister 
movements in the other parts of the world. Its library, its 
personnel, its publicity and out-put can surely reach high 
scientific quality. 

There is yet another thought that is causing us much 
(‘oncern and which we state here as our final proposition for 
ihe promotion of peace in industry. We feel that our 
country is in need of a new ideology. We need an ideology 
that will bind together the various sections of our social 
system in the framework of a strong and prosperous nation. 
We apprehend with alarm the rapid expansion of the 
Marxian doctrine of the class-struggle. There has been 
much, in our past as well as in our present social system, to 
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give this idea rich soil to germinate and flourish. Its 
progress must be viewed with concern, for its culmination 
must mean destruction and bloodshed on a scale unprece¬ 
dented even in the annals of India’s history. Such a struggle 
may cripple us for generations to come. Industrially we are 
too low down in the scale of economic prosperity to indulge 
in such internecine economi<- warfare. Struggle between 
capital and labour will spell ruin and destitution of unspeak¬ 
able magnitude. Forces of chaos and conflict may be so let 
loose that their end may be beyond our control. We, there¬ 
fore, must up-hold the ideal of sense of service to the 
community. This realization should impel us to close our 
ranks, and to lead our energies for the furtherance of the 
economic regeneration of the country. We have to recognise 
that our chief enemies in the country are poverty and 
ignorance. These cannot be annihilated readily. In Japan 
and in China, the ideas of class-struggle have l>een abandon- 
eil. These nations are facing their respective problems in 
a united manner. Employers and workers have subordinated 
their immediate gains for the good of the nation as a whole. 
A unique sense of unity binds them together. We must 
acknowledge the fact that the genius of our people has been 
towards the ideals of jteace and harmony. We need to re¬ 
capture the great spirit of our past. On our labour leaders, 
1 lit more so on our employers, lies the heavy responsibility 
lo give the desired lead. Nohless ohlipe seems to be a historic 
call that needs be revibrated from the ranks of those who 
hold the economic destinies of the country in their control. 
On their response much of the future course of history will 
depend. 
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An attempt is made in this paper to narrate firstly in 
chronological order a few of the important legislative enact¬ 
ments which have been passed by the Government of India 
with regard to Labour employed in the Railway Industry in 
general, (but with reference to the East Indian Railway in 
particular) and secondly, to ascertain whether these legisla¬ 
tive enactments liave materi.dly benefited the workers in the 
Railway Industry, and finally, to suggest what appear, from 
the point of view of the worker, the defects in the enactments 
themselves, which should be remedied. 

The paper does not claim to be comprehensive 
nor does it make any pretension to scientific pro¬ 
fundity or completeness. Its aim is to direct attention to 
labour problems in the Railway industry by one who has first 
hand knowledge, not only as an Administrator but also as 
a spokesman of the railway worker and lastly as a humble 
teacher of the subject of Transport in general, 
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The Legislative enactments reviewed in this paper 
are:— 

(1) The Indian Railways (Amendment) Act 1930, 

better known as the Hours of Employment 
Regulations of Railway Servants in India. 

(2) The Payment of Wages (Railway) Rules 1936. 

(3) The Trade Disputes Amendment Act (1938). 

(J) The Indian Railways {Amendment) Act 1930 or 
the Hours of Employment Regulations of Railway Servants 
in India. 

Historical Background. 

At the outset, it has to be remembered that the Rail¬ 
way Industry employs the largest number of subordinate em¬ 
ployees than any transport undertaking in India and on Class 
I Railways only, there were on 31st March 1937, 649,077 
persons. Of these 500,362 were employed on Railways’ on 
which the Hours of Employment Regulations ” are in 
force, or in other words, 77% of the total staff come under 
the scope and purview of this legislation. 

It may not be out of place to mention that the total 
number of staff on all class IT and class III railwayp amounts 
to 33,652, so that for all practical purposes, their exclusion 
from the above figures makes very little material difference 
to the percentage given. Even those railways on which this 
legislation has not been enforced, cannot be said to have 
been unaffected by it, for the basic principles contained in 
the Act have been applied and there are reasons to believe 
that they will fall into line with the major railway systems. 
Tt is interesting to note that the economic depression in India 
which had an unfortunate effect on the earnings of Indian 
railways, coincided with the application of the Hours of 
Employment Regulations to the four State managed railways 
namely- the N. W., E.L, E. B., and G. I. P. This was per¬ 
haps an advantage from the point of view of the Administra¬ 
tions sinc^ the decrease in the volume of traffic created 

^ See p. 665—for list of Railways, 
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opportunities for reorganisation of work not only at Stations, 
but in Loco yards, Goods sheds etc., and facilitated better 
“rostering’' of staff. On the other hand, it must not be over¬ 
looked that while a fall in traffic increases the ranks of those 
employees whose work is of an “ intermittent nature, but 
when traffic revives, as it has done at present, it becomes 
equally necessary on the part of the Administration to 
scrutinize the work of some of the categories of staff in order 
to find out whether a change in their classification is not 
called for. 

The number of non-gazetted staff working on the rail¬ 
ways to whom the Hours of Employment Regulations have 
been applied,® and the dates on which such application 
came into force are given below:— 


E. 1. 

125,106 

from 

Ifet 

Apnl 

1931 

N. W. 

101,283 


1st 

April 

1931 

G. I. P. 

81,672 


Ist 

April 

1932 

E. B. 

52,280 

>» 

1st 

April 

1932 

B. B. ('. I. 

63,176 


1st 

April 

1935 

M. & S. .M. 

19,745 


1st 

October 1935 

B. & N. W. 

27,150 

500,362 

»> 

1st 

October 1937 


As is known the International Labour Organisation was 
created by Part Xlll of the Treaty of Versailles and the first 
conferencs of this organisation was held at Washington in 
1919. 

At this conference “ Hours of Work Convention ” 
(known as Washington Convention) was adopted and this 
was ratified by the Government of India in 1921. 

In 1921, the ‘ Weekly Rest Convention ’ (Geneva Con¬ 
vention) was adopted at the Conference held at (Jeneva, and 
was ratified by the Government of India in 1923. 

® See p. 668—for “ Intermittent ” as defined in the Act. 

® As a result of the discussion with the All India Railwayraen’s 
Federation and the Railway Board in November, 1939, these regu¬ 
lations are being extended, to the S. I. Rly. and R. K. Rly. from 
April, 1940. 
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As far back as 1921, the Railway Board had addressed 
all Railway Adniinistrations iu coimeclion with the applica¬ 
tion of the Washington tionvenlion to workshop stall and 
other station staff unconnected with the real operation of 
trains. In 1922 and 1923, the Railway Board again 
addressed the Agents of Railways with regard to the appli¬ 
cation of the Geneva Convention. Meanwhile, however, the 
factories Act (1911) was amended in 1922 and 1923 which 
brought it more in conformity with the provisions laid down 
in the two Conventions. 'J his brought the “ workshop stall ' 
under statutory regulations which complied with the Con¬ 
ventions. Upto this stage no difficulty was experienced by 
the Railway Administrations, since railway workshops were 
few in number and hardly in any of them the work exceed¬ 
ed more than 60 hours. Moreover, as all Railway work¬ 
shops were closed on Sundays, the staff had their stipulated 
weekly rest. Shortly, however, it became apparent that 
peculiar difficulties would have to he encountered in the appli¬ 
cation of the prescribed limitations to Railway employees 
other than the Railway workshop staff. 

In 1924, (herefore, the Railway Board called for a 
report in this connection, but finding that there was no 
uniformity of procedure in the various railway administra¬ 
tions, for the application of these regulations, the Indian 
Railway Conference Association was requested by the Rail¬ 
way Board to consider this question in all its bearings. In 
tJie meanwhile, the Railway Board called for estimates from 
the various railways regarding the cost incurred for provid¬ 
ing a weekly rest, and the question was discussed with the 
Agents in 1925. 

In the same year the Indian Railway Conference Asso¬ 
ciation appointed an Advisory Committee whose term of 
reference was:—“To report to what extent and by what 
means the resolution of the International Labour Conference 
can be applied to railway employees.” As there was a note 
of dissent by the Chairman of the Committee himself, the 
matter was again referred to an “ ad hoc Committee.” The 
report of this Committee was discussed by the Executive 
Committee of the Indian Railway Conference Association in 
1927, which submitted a resolution to the Railway Board 
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suggesting a set of rules for the application of both Conven¬ 
tions* After further discussion with the Agents in 1927 
they were asked for an estimate of the cost for application 
of the suggested Conference rules. In 1928, an officer was 
placed on special duty, and he discussed the question in 
greater detail with the Agents and submitted a report. As 
other departments of Government criticised the rules framed 
by the Railway Administrations, it was felt necessary that ex¬ 
ecutive orders were not just sufficient but that legislative 
enactment was necessary. A short bill was, therefore, 
introduced in the Legislative Assembly in September 1929. 
This was only an enabling bill ” empowering the Govemor- 
General-in-Council to make statutory rules in respect of the 
hours of work and periods of rest of railway servants. These 
rules were discussed with the Agents by the Railway 
Board. A motion to refer the Bill to a Select 
Committee was adopted by the Assembly and the Bill 
was considerably enlarged so that it included the principal 
clauses of the Conventions. This amended bill was passed 
by the Legislative Assembly on the 27th February 1930 
and in the Council of State on 19th March 1930. The Bill 
became law (known as the Indian Railways Amendment) Act 
XIV of 1930 and was published in Part IV of the Gazette of 
India of 29th March 1930. 

This Act, as has been stated above, amends the Indian 
Railways Act 1890, by the insertion of a new Chapter (VIA) 
between Chapters VI and Vll. It is interesting to note, that 
no mention is made of the Washington or Geneva Conven¬ 
tion in this Act, but merely contains general regulations 
dealing with the hours of employment of those servants 
specified in the rules exclusive of “ railway workshop ” staff 
who are governed by the Factories Act. 

The general provisions of the Act are as follows:— 

By sub-section 2 of this Act, provision is made that a 
particular railway will not come within its provisions until 
a notification according to this effect has appeared in the 
Gazette of India by the direction of the Governor-General-in- 
Council, the intention, apparently being, that each railway 
admininistration should be able to apply the Act in its 
entirety. 
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Section 71.A. gives the legal provisions with regard to 
the Hours of Employment of Railway servants and states 
that “ the employment of a railway servant is said to be 
“ essentially intermittent,” when it has been declared to be 
so by the authority, empowered in this behalf on the ground 
that it involves long periods of inaction during which tlie 
railway servant is on duty, but is not called upon to display 
either physical activity or sustained attention.” For the 
purpose of this section the work of a railway servant shall 
not be regarded as essentially intermittent unless his daily 
period of duty includes two or more periods of inaction of 
half an hour each aggregating not less than two hours in all 
or periods of inaction aggregating not less than 4-^ hours. 
The term “ sustained attention ” used in the section signifies 
“ mental effort.” 

Section 71.B. applies to such railway servants as the 
Governor-General-in-Council may prescribe, and according¬ 
ly the provisions of Chapter VI A. have been made to apply 
to the following classes of railway servants, namely;— 

(а) Operating staff. 

(б) Transportation staff. 

(c) Commercial staff. 

(d) Traffic staff. 

(c) Engineering staff. 

(/) Mechanical staff. 

(g) Shed staff. 

(h) Watch and Ward staff. 

(i) Staff of the Store’s Deptt. 

(/') Staff of Medical Deptt. 

(/f) Staff of Account’s Deptt. 

(/) Office staff. 

These rules exclude (i) Running staff such as Drivers, 
Firemen, Guards, Travelling Ticket Examiners, etc. 
(ii) Watchmen, Watermen etc. whose employment is 
declared by the Head of a Railway to be essentially inter¬ 
mittent or of a specially light nature, (iii) Persons whose 
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nature of duty is supervisory in character and those who are 
employed in a confidential capacity,^ 

Action 71.C. lays down the limitation of the hours of 
work and states (1) that a railway servant (other than a 
railway servant whose employment is essentially intermit¬ 
tent shall not be employed for more than 60 hours a week 
on the average in any month and (2) a railway servant whose 
employment is essentially intermittent ” shall nol be em¬ 
ployed for more than 84 hours in any week. Temporary 
exemptions from the above are made in case of accidents or 
when necessary in order to avoid serious interference 
in the ordinary working of the railway, or when 
urgent work is to be done which could not be foreseen or in 
an emergency. Exceptional pressure of work which does 
not fall in the above category entitles the railway servant to 
an overtime of not less than Ij times his ordinary rate of 

pay. 

Section 71.D. authorises the grant of a periodical rest 
by declaring that a railway servant shall be granted each 
week commencing Sunday a rest of not less than 24 conse¬ 
cutive hours except for those whose work is ‘‘ essentially 
intermittent ” and for those classes of railway servants for 
whom special period of rest has been granted less than 
what is directed under the Act, such as for instance, unskilled 
labour, or labour on the construction of a line. In no case, 
however, should an employee who is eligible for the weekly 
rest be required to work for more than 21 hours without 
enjoying a rest period of at least 24 consecutive hours. 

Section 71.F. prevents a railway servant from leaving 
his duty until he is relieved even if he has completed his 
rostered hours of duty. 

Section 71. G. authorises the appointment of persons 
to be Supervisors of Railway Labour whose duties and func¬ 
tions shall be to inspect railways in order to find out if the 
provisions of the Act are being duly observed, and such 
other duties as the Governor-General-in-Council may 
prescribe. For purposes of Sections 5 and 6, the Supervisor 
is deemed to be an Inspector under the Act. 


^ See Appendix (1). 
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Section 71. H. imposes a fine extending to Rs. 500/- 
for the contravention of these rules by the authority under 
whom a railway servant is employed. 

Remarks on the application of the Regulations. 

Although the regulations have now been in force for 
several years on the four State managed railways, and the 
initial difficulties overcome, from the point of view of the 
Staff there is ample room for improvement particularly 
regarding the question of classification of staff. 

On the East Indian Railway, the Supervisor Railway 
Labour® reported that there are still large number of cases 
where staff have not been rostered, or if the rosters are at all 
existent, then they do not actually conform to the conditions 
of work obtaining at the place. In many of the cases, the 
roster does not indicate the classification of the staff and as 
such the rosters cannot be considered to be complete unless 
the designation, number and classification of the staff con¬ 
cerned art given. This Report goes on to say that 71. A® 
(Classification of staff) is not being followed and that con¬ 
servancy staff in the inferior service are still being classified 
as “ intermittent ” although they should correctly be classi¬ 
fied as “continuous.” In fact whereas the percentage of 
Continuous staff to total staff on all Railway Administra¬ 
tions in 1936-37 ranged between 55 to 71, in 1937-38 this 
has ranged between 54-8 to 71-6, showing an increase in the 
maximum and a very slight decrease in the minimum. An 
examination of these figures on the East Indian Railway 
shows a definite deterioration. 

With regard to Section 71. C."^ the report states that it 
is still observed that staff in certain well defined categories, 
such as poods-shed staff, who due \o paucity in numbers 
appointed to do such work, are forced to continue longer 
hours than authorised. This is particularly the case during 
heavy seasonal traffic, and it seems to be the definite duty of 


® See Report of Supervisor Railway Labour. 1937-38. 
* See p. 668. 

See p. 669. 
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the Administration to provide adequate staff and prevent 
infringement of the Act. Moreover, when infringements of 
this Section are taking place, the records of overtime vmrked, 
which this Section enjoins, must not only be properly main¬ 
tained, but that the payments of overtime should not be 
delayed. In fact, on the passing of the Payment of Wages 
(Federal Railways) Rules, there is no option left to 
the Railway Administration but to pay overtime 
within ten days of the wage pteriod. Unfortunately, on the 
East Indian Railway many cases have come to light, when 
the overtime has not been paid within the stipulated period. 

(2) Payment of Wages {Federal Railways) Rules 
1936. 

Historical background. 

The Gazette of India of May 2, 1936, (Part IV) noti¬ 
fied the assent of the Governor General on the 23rd April 
1936, of an Act called. “ Act No. IV of 1936 ” which was 
designed to regulate the Payment of Wages to certain class 
of persons employed in industry in general. 

This Act was brought into force with effect from 28th 
March 1937. The scope of the Act applied in the first 
instance to the Payment of Wages to persons employed in 
any factory and to persons upon “ any railway by a rail¬ 
way Administration ” (either directly or through a sub¬ 
contractor, by a person fulfilling a contract with a railway 
Administration) who were in receipt of wages of less than 
Rs. 200/- per month. The Payment of Wages Act, 19.36 
contains the following important provisions:— 

Section 3. Responsibility for payment of wages. 

Section 4. Fixation of wage periods. 

Section 5. Time of Payment of Wages. 

Section 7. Various Deductions which may be made 
from wages and the procedure that is to be 
adopted thereto. 

Section 8. Imposition of fines,® and the method of 
such imposition. 

P. 2 
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Section 14. Appointment of Inspectors under the 
Act.® 

A Notification (dated 15th October 1936) appeared in 
the Gazette that in exercise of the powers conferred by sub¬ 
sections (3) and (4) of Section 26, read with section 24 of 
the Payment of Wages Act, a draft would be taken into 
consideration on or after the 17th January 1937, and that 
all persons likely to be affected thereby should send in their 
objections which would receive consideration. These rules 
were called the Payment of Wages (Railways) Rules 1936, 
and applied to persons employed upon any Railway (includ¬ 
ing factories) by or under a Railway Administration in 
respect of their wages. This notification required principal¬ 
ly the introduction of. 

Rule 3. (1) A register of Fines. 

Rule 4. (2) \ register of deductions for damage or 

loss. 

Rule 5. (3) A register of wages showing:— 

(n) Cross wages for each wage period. 

(h) All deductions made from wages with an indica¬ 
tion of the clause undfu- which the deduction 
is made. 

(c) The actual wages paid. 


^ Fines shall not exc'^ed half -an anna in the rupee and cannot 
he recovered by instalments or later than 60 days of the dale of 
imposition. 

^ By a Notification of Government of India Department of 
Industries and Labour No. 307 G, dated 3rd December, 1936— 
the Governor-Genera I-in-r,f>unr il in pursuance of sub-section 2 of 
section 14 of Payment of Waires Act (read with Section 22 of the 
General Clauses Act 1897 (X of 1897) is pleased to appoint the 
Supervisor of Railway Labour to be an Inspector for the purposes 
of the first named Act in respect of all persons employed upon a 
railway (otherwise than in a factorv) to whom the said Act 
applies. 
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Rule 7. (4) Requires the Display of a notice of the 
dates of payment of wages. 

Rule 8. (5) Gives a list of Acts and Omissions 
approved by the Supervisor Railway Labour and by the 
Chief Inspector of Factories for factories for which fines 
could be imposed. 

Rule 9. (6) Prescribes that the Chief Inspector of 
Factories in respect of factories and the Supervisor Railway 
Labour in other cases were the competent authorities, to 
approve the Acts and Omissions in respect of which fines 
may be imposed. 

Rule 14. (7) Lays down a procedure by which no fine 
could be imposed or deduction made from a person until 
he has been given an opportunity of showing cause against 
such imposition or deduction. 

On 19th February 1937, the Government of India, Rail¬ 
way Department, suggested to ail Railways that as the lists 
of Acts and Omissions to be notiiied under Sub-section (2) 
of section 8 of the Payment oi VV ages Act 1936, ditfered in 
certain details, it seemed necessary that an uniform list 
would meet the requirements of all railways, the list 
compiled was as follows:— 

(1) Disregard or disobedience of orders. 

(2) Insubordination and breaches of discipline. 

(3) Late and irregular attendance. 

(4) Improper behaviour, such as drunkenness, quar¬ 

relling or sleeping on duty. 

(5) Incivility or causing inconvenience to the public, 

(6) Making false or misleading statements. 

(7) Ineflicient dilatory, careless, wasteful, dangerous 

or obstructive working. 

(8) Malingering. 

(9) Failures to observe rules and regulations not 

involving more severe disciplinary action. 

(10) Causing loss of or damage to railway property 
where the full loss is not recovered under 
section 7 (2) (c). 
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On 24th February 1937, the Government of India, 
Industries and Labour Department, published the Payment of 
Wages (Procedure) Rules. This was intended to regulate 
the procedure to be followed by the Authorities and Courts 
referred to in section 15 and 17 of the Act, while the Pay¬ 
ment cf Wages (Railways) Rules were to be observed by the 
Railway Administrations in regard to staff employed upon 
Railways, including those employed in “ factories ” of 
railways. 

On the 10th March 1937, the Government of India, 
Industries and Labour Department, published the Payment of 
Wages (Railways) Rules 1936, which appeared in the 
Gazette of India (13th March 1937), and it differs only 
slightly both as regards the matter and the number of para¬ 
graphs. 

On the 18th March 1937, the Railway Board requested 
all Railway Administrations to submit to the Supervisor 
Railway Labour for his approval, a statement of the purposes 
to which Railway Administrations may desire to apply 
the proceeds of the fines. In the case of a Railway 
Administration which had established a Railway Staff 
Benefit Fund, a declaration to this effect was to be submitted. 

On 30th March 1937—the Railway Board informed all 
Railway Administrations that the Government of India had 
decided to promulgate 28th March 1937 as the dale on 
which the Payment of Wages Act, 1936 had come into 
force. 

On 10th April 1937—the Railway Board informed all 
Railway Administrations that the Governor-General-in- 
Council had authorized that under clause (e) of sub-section 
2 of Section 7 of the Payment of Wages Act, deductions 
from wages of persons could be made for the following, 
namely:— 

(i) Use of Railway Institutes. 

(ii) Use of Railway Clubs. 

(Hi) Use of Railway Schools. 

(iv) Services rendered by Medical Officers. 

(v) Supply of Electric Current. 
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{vi) Supply of water; and 

{vii) Replacement of Electric fittings and articles 
supplied in residential houses and quarters. 

On 27lli April 1937—the Railway Board informed all 
Railways that certain additional amenities and services for 
which deductions could be made, have been sanctioned, 
namely:— 

(1) Supply of conservancy requirements. 

(2) Supply of diet in Railway Hospitals. 

(3) Supply of articles made in Railway workshops 

to the order of the employee. 

On the 25th August 1937, the Railway Board instruct¬ 
ed all Railway Administrations that it had come to its 
notice that according to the definition of wages as used in 
the Payment of Wages Act, 1936, it may be held that wages 
at any given time of a person, employed on these terms 
that ** subject to good work he will receive a periodical in¬ 
crement,” includes the amount of any increment, accruing 
by aiflux of time irrespectively of whether his work has or 
has not been good. Consequently, the wages required to be 
paid without deduction, other than a deduction admissible 
under sub-section 2 of section 7, would include the amount of 
any increment accruing by afflux of time. In the circum¬ 
stances, it seemed advisable, before imposing reduction 
to a lowei' post or time scale or to a lower stage in a time 
scale, or withholding increments to give the employee 
concerned notice of the intention to do so of not less than a 
clear wage period applicable to him. 

Due to the fact that Railways in British India have been 
declared to be Federal Railways within the meaning of the 
Government of India Act, 1935, hence on 22nd September 
1937, in supercession of the Payment of Wages (Railway) 
Rules 1937, in so far as they relate to Federal Railways— 
a draft notification of Payment of Wages (Federal Rail¬ 
ways) Rules was published by the Government of India 
Department of Industries and Labour Notification (No. L 
3070) calling for remarks of all Railway Administrations. 

On 20th June 1938, the Railway Department informed 
all Railway Administrations that the Payment of Wages 
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(Federal Railways) Rules 1938 superceded the ‘Tayment 
of Wages (Railways) Rules. 1937. 

On 4th July 1938, the Supervisor Railway Labour, in 
making a reference to Rule 9 of the Payment of Wages 
(Federal Railways) Rules 1938, stated that the power to 
approve Acts and Omissions in respect of which fines may 
be imposed on staff employed in Factories and the purposes 
to which the proceeds of fines are to be imposed had been 
vested in him instead of the Chief Inspector of Factories. 

Remarks on the application of the Payment of Wages 
(Federal Railways) Rules 1938. 

From the point of view of the Railway worker it can 
be stated without the least hesitation that with the passing 
of the Payment of Wages Ach the amount of fines recovered 
has decreased considerably. The following statistics^* re¬ 
garding the East Indian Railway will be found interest¬ 
ing:— 


Year 

Fines inflicted 
Amount in Rs. 

Provident, Bonus, 
(forfeited) in Rs. 

1936 

44,470 

7,609 

1937 

44,978 

7,635 

1938 

11,018 

2,118 

1939 

8,329 

2,539 


While there is no doubt that fines as such have decreas¬ 
ed, but reductions in salary have taken their place. As, 
however, statistics are not published by the Administration 
in tliis respect the above contention cannot but remain open 
to question. In order to bring this matter to a finality the 
East Indian Railway Employees Association*^ therefore sub- 

This transference of the power to approve Acts and Omis¬ 
sions in respect of fines was in itself an innovation. 

Compiled from the report of the Staff Benefit F'lind of the 
East Indian Railway for 1937, 1938, 1939. 

The East Indian Railway Employees Association was or¬ 
ganised and founded in 1932 as a Registered body under the 
Trade Union Act of 1926. It was recognised by the E. I. R. Ad* 
ministration in 1935 and has at present 8000 members. It is 
affiliated to the All India Railwaymens Federation. 
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mitted a memorandum on this subject to the All-India 
Railwaymens Federation that the Railway Board should be 
asked to furnish statistics in this behalf, from which it will 
be proved that the contention of the Association was correct. 

It will not be out of place to mention here that a great 
deal of discussion has taken place whether reduction in 
salary is legal or illegal. All Associations and Unions of 
Railway workers have repeatedly represented that permanent 
reduction of salary was a fine and therefore illegal according 
to Section 7 of the Payment of Wages Act. No test case 
has yet been made in a Court of Law to test the validity of 
the above charge for fear of victimization by the Adminis¬ 
tration of the person for bringing such a case. The general 
trend of reasoning is however given in Appendix 4 which 
will be of interest.^® 

(3) The Trade Disputes (Amendment) Act 1Q38^ 

The Trade Disputes Act of 1929 makes provision for 
the investigation and settlement of trade disputes and for 
certain other purposes. It does not make arbitration 
compulsory. The important clauses of the Act are as 
follows:— 

Section 3 of this Act provides that if any trade dispute 
exists or is apprehended between an employer and any of 
his workmen the Provincial Government or where the 
employer is the Head of a Department under the Governor- 
General-in-Council, or is a Railway Company, the Governor- 
ncneral-in-Council may 

(a) refer the matter to a Court of Enquiry, or 

(b) refer the dispute to a Board of Conciliation for 

promoting a settlement. 

Section 4 lays down the Constitution of Courts which 
shall consist of an independent Chairman and such other 
independent persons as the appointing authority deems fit or 
it may consist of one independent person only. 

Section 5 provides that the report of the Court is to be 
^lubmitted to the authority which appointed it. 


See p. 691. 
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Section 6 lays down the Constitution of the Board of 
Conciliation which shall consist of a Chairman and two or 
four members as considered necessary or even one inde¬ 
pendent person. Where the Board, however, consists of 
more than one person, the Chairman will be an independent 
person and the other members shall either be independent 
person or persons appointed in equal numbers to represent 
the parties to the dispute. All the persons appointed to 
represent any party must however be recommended by that 
party. 

Section 7 lays down the duties of the Boards, which 
will be to endeavour in bringing about a settlement of the 
dispute by going into the merits of the case. If a settlement 
is arrived at satisfactory to both parties, the terms of the 
settlement are to be communicated to the authority which 
appointed the Board. If no settlement is arrived at, the 
Board shall send a full report and their fmtling^ regarding 
the dispute to the authority which appointed it. 

By Section 15 special provision has been made regard¬ 
ing Public Utility Services, such as Railways and which lays 
down that if any person employed in such service goes on 
strike in breach of contract without giving his employer 
within one month before striking not less than 14 days 
previous notice, he is liable to be punished with imprisonment 
which may extend to one month or fine extending to Rs. 50. 
Further, no court is empowered to take cognisance of any 
offence under this section unless such complaint has been 
made by the Govemor-General-in-Council. 

By section 16 it is laid down that a strike or a lockout 
shall be considered to be illegal if there is any other object 
behind the strike other than that of a trade dispute or 
designed or calculated to inflict severe, general, prolonged 
hardship upon the community and thereby compel the 
Government to take any particular course of action or prevent 
the Government from taking a projected course of action. 
For the purpose of this Section a trade dispute will not be 
deemed to be so, unless it is between employers and 
employees or between workmen and workmen in that trade 
or industry. 

Section 19 lays down that with regard to those 
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businesses, industries, and undertakings which are carried on 
under the authority of the Governor-General-in-Council, or 
by a Railway Company, may make rules for the purposes of 
giving effect to the provisions of this Act. 

In November 1937, the Government of India announc¬ 
ed^^ the appointment of a special Conciliation Officer, for the 
prevention of disputes on Railways as an experimental 
measure for one year, and his duties would extend to the 
East Indian and Eastern Bengal Railways. The duties of 
the Conciliation Officer^would be to establish contact with 
(i) the administration of the Railways with which he was 
concerned and recognised Trade Unions catering for the 
employees of these Railways, also with area committees, 
workshop staff committees, railway councils and any other 
bodies directly concerned in the relations between the 
Railway Administrations and their employees. The Concilia¬ 
tion Officer also will, in the event of actual or threatened 
trade dispute, endeavour to effect a settlement between the 
parties and will at other times use his good offices to maintain 
harmonious relations. Finally, the Conciliation Officer would 
be responsible to the Government in the Department of 
Labour. After the Conciliation Officer had organised his 
work, the Gazette went on to state, the Government of India 
proposed to set up an Industrial Advisory Board which would 
consist of a Chairman’® and two members who would be 

Lt. Col. H. W. Wagslaff, M. C. R. E. who was Supervisor 
Railway Labour, was selected for the newly created post of Con¬ 
ciliation Officer (Railways). 

’ ^ The Gazette stated that the Government of India have^ had 
under consideration the question of providing additional machinery 
for the prevention of disputes on Railways and this question had 
been examined in the light of the observations and recommenda¬ 
tions made by the Royal Commission on Labour and the Memo 
randa submitted by the All India Railwayman Federation in 
February 1937. 

In exercise of the powers conferred by Section 18-A of the 
Trade Disputes Act, 1929. the Central Government is pleased to 
appoint with effect from 6th December 1939, Mr. Khaleeli, I.C.S., 
to be Conciliation Officer in respect of the following Federal Rail¬ 
ways, namely:—(1) East Indian Railway (2) Eastern Rensral Rail¬ 
way (3) Bengal Nagpur Railway (4) Calcutta Port Commissioner’s 

F 3 
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selected by the Chairman as the occasion required from a 
panel appointed by the Government of India. The function 
of this Board would be to deal with all disputes referred 
to it by the Conciliation Officer and their decision would 
normally take the form of a Report to the Railway Board or 
the Agent of the Railway concerned with recommendations 
where necessary. 

In 1938, the scope of the Trade Disputes Act, 1929, 
was enlarged and the amendments passed by the Legislative 
Assembly was known as Trade Disputes (Amendment) Act 
1938 which received the assent of the Governor General on 
9th April 1938. Under section 10 of the Trade Disputes 
(Amendment) Act 1938, a new Section 18A has been 
inserted in the Trade Disputes Act of 1929, which 
lays down that the Central Government in respect of 
industries carried on by them or under their authority or by 
a Railway Company may by notification in the Official 
Gazette appoint officers referred to as Conciliation Officers 
whose duty will be to mediate or promote the settlement of 
Trade Disputes. 

Section 18A (2) provides for the appointment of a 
Conciliation Officer for a limited period or permanently.^^ 

On the 11th November 1938, the Government of India, 
Department of Labour, issued a communique detailing the 
personnel of the Industrial Advisory Board by selecting a 
panel representing employers^® and a panel representing 
Employees^® in pursuance of their intention to do so when 

Railway. (Department of Labour Notification No. L—3057 of 
30th November 1939 and published in the Gazette of India, 
(December 2, 1939). 

See Footnote No. 16. 

^®The following were nominated as representing the Employ¬ 
ers, namely:—(1) Mr. F. T. Homan, (2) Sir A. Guznavi, M.L.A. 
(Central), (3) Sir Hari Sankar Paul, M.L.C. (Bengal), (4) Mr. D. 
P. Khaitan, M.L.A. (Bengal), (5) Mr. M. A. Ispahan!, (61 Mr. P. 
Hoarder. 

^^The following were nominated as representing the Em¬ 
ployees, namely:—(1) Mohamed Moshin Ally, (2) N. C. Dhusya, 
(3) 0. R, Surita, (4) A. Malik, (5) Azizal Huq, (6) Abdul Jabbar, 
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announcing the appointment of a Conciliation Officer 
(Railways,)^^ The Board would deal with any disputes 
referred to it by the Conciliation Officer who will have full 
discretion to refer any case of importance in which he has 
himself failed to secure a settlement. On receipt of any 
such reference the Chairman of the Board will normally 
conduct a preliminary enquiry with a view to determine 
whether (a) the dispute is of a character which justifies the 
Board’s consideration and (b) whether there has been a 
definite failure to reach agreement outside the Board. If 
both these conditions are fulfilled the Chairman will summon 
his colleagues he has selected from the panel, and go into 
the matter and submit his report either to the Railway Board 
or to the Agent of the Railway concerned. For the present, 
at any rate, the institution of an Industrial Advisory Board 
is the last link in the chain for avoiding disputes in the 
Railway Industry. 

Remarks on the application of the Trade Disputes 
(Amendment) Act 1938. 

It will be apparent, that the Trade Disputes Act, 
presupposes organisation on the part of employees so as to 
prevent sporadic strikes or lockouts by the formulation of 
grievances before a strike is declared. It will eilso be 
noticed that sympathetic strikes are, by implication, illegal 
under the Act, which from the point of the workers, works 
against their solidarity and feeling of comradeship. Apart 
from this, it is a debateable question, whether or not the 
clause governing illegal strikes does or does not interfere 
with the fundamental rights of workmen in general, and, 
thereby tends to thwart the Trade Union movement as a 
whole, which must be admitted, is still in its infancy in this 
country. It is not necessary to trace the history of the Trade 
Union movement^^ in India, suffice it to point out that Trade 
Unionism has met with greater success among railway 

20 See p. 679. 

21 The total number of Trade Unions and membership thereof 
which submitted returns under the Trade Union Act of 1926, were 
as follows:— 
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employees.^^ Perhaps, due to the fact that the special 
technicalities involved in the operation of railways, the 
dynamic nature of their duties, the multifarious classifica¬ 
tions of staff and their respective service conditions make 
them more liable to Administrative discrimination than other 
types of workers in other industries. 

Whatever may be the real reasons for the great 
solidarity and “ Trade Union-mindedness ” among Railway 
workers, the appointment of a Conciliation Officer (Railways) 
in 1937 under the Department of Labour, Government of 
India, was apparently hastened by the calling of a general 
strike on the Bengal Nagpur Railway by the Bengal Nagpur 
Indian Labour Union from the 13th December 1936.*^*^ 


Year No. of Trade Unions Members 

1934- 35 213 284,918 

1935- 36 236 268,326 

1936- 37 420 390,112 

The total number of Trade Unions on Railways and 
membership thereof were as follows:— 

Year No. of Trade Unions Members 

1935- 36 45 145,798 

1936- 37 57 158,000 


The circumstances leading to the strike were that 27 Cooly 
mechanics of the train examining branch at Bhojudih who were 
surplus to requirements were as an alternative to discharge offered 
employment elsewhere in a lower grade on a lower scale of pay 
pending reabsorbtion in the former grade as vacancies occurred. 
These men acting on the advise of the Bengal Nagpur Indian Labour 
Union stated that they were willing to go on transfer provided 
they were neither reduced in grade nor in pay hut refused to accept 
the offer of employment on lower grade or lower pay. After 
giving the men time for reconsideration the Railway Administra¬ 
tion issued notices of discharge. Certain other train examining 
and shed staff about 1000 in number absented themselves from 
duty without notice or warning. These men were allowed 24 hours 
to resume work and those who failed to do so were dismissed. 
The Bengal Nagpur Railway Indian Labour Union subsequently 
issued a call for a general strike which was ultimately called off 
by the Union on the 10th Februar 3 % 1937. As the President of 
the Union had made certain allegations that the Bengal Nagpur 
Railwav Administration had failed to implement the terms of 
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The strike also incidently showed that Section 3 of 
the Trade Disputes Act, 1929, which provided for the 
reference of disputes to a Court of Enquiry or the appoint¬ 
ment of a Conciliation Board was for all practical purposes 
a dead letter, since the power to refer to a court rested with 
the Government of India. In fact on the 14th January 1937, 
the Government of India announced that they had declined 
an application for the appointment of a Board of Concilia¬ 
tion in connection with the strike and although no applica¬ 
tion had been made, the Government of India had further 
considered the appointment of a Court of Enquiry but had 
come to the conclusion that there was no justification for 
appointing such a court. 

Such an attitude as adopted by the Government of 
India is understandable, since Section 3 of the Act requires 
that both parties to a dispute must jointly apply for reference 
of the dispute to a Court or Board. It will readily be 
agreed that the procedure outlined is unsatisfactory from 

settlement on which the strike was called off and that the with¬ 
drawal of recognition was unjustified the Railway Board announced 
that with the full concurrence of the Agent Bengal Nagpur Railway 
they had decided to appoint Mr. R. F. Mudi, I.C.S., with whom 
would l)e associated as adviser, the Supervisor of Railway Labour^ 
hold ail ru(|uiry with the following terms of reference: — 

To enquire into and report on the allegation made by the 
President of the Union that the B. N. Railway Administration had 
failed to implement the terms of settlement of the strike as com¬ 
municated by the Agent under his letter of 6tb February, 1937, 
to the President and accepted by the Union. Further to report 
whether the action of the B. N. Railway Administration in with¬ 
drawing recognition from the Union as at present constituted and 
administered was justified and Avhelher I he continued w ithholding 
of recognition was desirable.’" Mr. Mudie slarled his enquiry on 
21st April, 1937, and snhmitted his report on 6th May, 1937. Due 
to a hitch l>etw^een the Union and the En(}uiry Committee, the 
Union refused to lake pari in the enquiry. Mr. Mudie found 
only 2 cases of victimization of strikers and held that the Union 
was unworthy of recognition and the withdrawal of recognition 
should continue. The report was generally accepted by Govern¬ 
ment. 

* Ft. Col. Mr. W. Wa"Staff, M. C. R. E„ who was later on 
appointed as Conciliation Officer in December, 1937. 
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the point of view of the workers, as they cannot persuade 
their employers to ask for an enquiry. The All-India 
Railwaymen’s Federation has more than once proposed to 
the Railway Board^^ that an agreement should be made with 
the Federation for making a joint application under the 
Trade Dispute Act 1929, so that far-reaching questions in¬ 
volving stafl of all railways may be adjudicated before a 
Board or Court of Enquiry. The Railway Board have 
consistently refused to entertain any such proposal and have 
stated, that the experiment of the appointment of Concilia¬ 
tion Officer (Railways) should be given a trial. As the 
Federation had no other alternative it considered best in the 
interest of staff that the Conciliation Officers’ utility should 
be further increased. In view of this, the Federation 
complained to the Railway Board of the considerable 
delays in the disposal of grievances represented by Unions 
to the Conciliation Officer (Railways) and the Railway 
Administrations and urged that some lime limit for dealing 
with these matter should be fixed. The Railway Board 
have agreed that instructions would be issued in this behalf 
if the Federation could furnish statistics. The next step 
appeared to the Federation to be to enter a protest against 
the persons nominated by the Government of India to form 
the panel of members representing workers which was 
announced by the Labour Department communique of 10th 
November 1938,^® and suggested that at least one labour 
representative nominated by the Federation in the capacity 
of an Assessor should be appointed on the Industrial 
Advisory Board and further^ that instead of the Board being 
an ad hoc ” body, it should be a permanent one.^^’ The 
Railway Board have agreed to bring this suggestion to the 

Memorandum on Joint Standing: Machinery was one of the 
items of agenda in the 13lh, 15th, 17th. half-year!) meetings 

between the Railway Board and the All India Railwayraen’s 
Federation. 

See p. 680. 

See amplified Report of the Proceedings of the 17lh Half- 
yearly meetings between the Railway Board and the All India 
Railwaymen’s Federation, May 1937. 
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notice of the Department of Labour, For the present at 
least this question rests as stated. 

Conclusion. 

From what has been stated, it will be apparent that 
Railway employees as a whole should be considered as 
altogether of a different type than staff of other industrial 
undertakings particularly because special technicalities have 
to be learnt in the actual operation of railways and which 
necessitates the classifying of staff in various grades and 
categories. The condition of the workers particularly of the 
inferior staff, (who are the lowest paid and yet do not enjoy 
Provident Fund benefits and form 67% of the total) could 
be improved were it not for the fact that the surplus of 
Rs. 2 crores*^ derived from Railways has for the past 3 
years been diverted for the payment of a “ subsidy ” by the 
Central Government to Provincial Governments, thus depriv¬ 
ing these humble workers from their elementary rights. 

Finally it may be said that the present condition of 
Railway workers cannot be improved unless there is a 
desire for betterment among the workers themselves and the 
recognition of the necessity by educated public opinion. 
Both of these are being gradually realized—but perhaps 
many years of unremitting effort and unselfish Trade Union 
leadership is required to transform the present state of 
affairs. From what has already been achieved and ac¬ 
complished, the outlook for the future is hopeful. 


memorandum from the All India Railwaymen’s Federa¬ 
tion in this connection was submitted to the Railway Board on 
11th August, 1939, and it is understood that the Government of 
India have not yet replied to it. 
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APPENDIX (1) 

Employees coming under the scope of Hours of Employment 
Regulations have been divided into 4 classes;— 

(a) Supervisory. 

(b) Continuous. 

(c) Intermittent. 

(d) Exceptional. 

Those ifi class (h) that is “continuous” get the benefit of the 
Washington and Geneva Conventions.—tliat is. 60 hours jier 
week and mininuini rest of 24 consecutive hours and overtime above 
this limit. 

Those in class (r) that is “Intermittent” have been only 
partially protected inasmuch as their w^ork is restrict*^d to a man" 
mum of 84 hours per week and besides they f'et thh benefit of the 
overtime above this limit. Those in class (a) and (d) “Super* 
visory ” and exceptional ” do not come at all under the scope of 
the Hours of Employment Regulations^ but efforts should be 
made to reduce the number of such staff in these categories. 

Hard and fast distinctions cannot be made between continu¬ 
ous intermittent or exceptional employees but a rough and ready 
method is as follows:— 

If a worker has an approximate aggregate of 7 hours physical 
activity in course of his 12 hours duty he should be classed as 
“ intermittent.” The weekly age^regate of physical activity will 
be a maximum of 49 hours per week. 

Similarly, if the aggregate of sustained attention does not 
e.rceed of 7 hours in the course of his 24 hours of duty, he should 
be classed as “ exceptional.” The weekly aggregate of physical 
activity will also be a maximum of 49 hours per week. 

Intermittent workers will then have an aggregate of 49 hours 
maximum of physical activity although they could be worked to 
a maximum of 84 hours a w>^eek. While in the case of “ Excep¬ 
tional ” workers the question does not arise. 
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APPENDIX (2) 

A Note on the Factory Act with the Hours of Employment 
Regulations. 

It has been ruled by the Government of the United Provinces 
in consultation with the Government of India that: 

(a) Running Sheds which fall within the definition of 

Factories cannot wholly be exempted from the pro¬ 
visions of the Indian Factories Act, 

(b) A running shed using power and employing more than 

20 persons in any one day will be deemed to be a 
“ Factory ” and brought under the scope of the 
Indian Factories Act. 

Running Sheds on Railways will consequently fall under two 
classes:— 

(a) Those coming under the Provisions of the Indian 

Factories Act. 

(b) Those governed by the Hours of Employment Rules. 

It has been decided in January 1929 that the Indian Factories 
Act will not apply to all staff employed in the running sheds 
coming under clas« (a) above and that the Factory Inspectors 
would control the Hours of work and general interests of only 
the employees noted below— 

1. Stationary Engine Drivers. 

2. Boiler Attendants. 

3. Boiler-Makers. 

4. Boiler-Makers Labourers. 

5. Fitters (all classes). 

6. Mechanists. 

7. Carpenters. 

8. Painters. 

9. Coppersmiths. 

10. Blacksmiths. 

11. Hammermen. 

12. Moulders. 

13. Fitters Labourers. 

14. Sweeping Coolies. 

The reu of the staff in such sheds will therefore be governed 
hy the Hours of Employment Rules, 

It will be noticed, that due to this dual control Fjngine shed 
staff will be subjected to different hours of employment. 
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APPENDIX (3) 


Comparative statement showing the Hours of Employment and 
periods of Kesl according to the Indian Factories Act and the 
Hours of Employment Rules. 


Indian Factories Act. 
SECTION 21. 

Rest periods Provides that each 
during work- worker shall have rest for 
ing houis. not less than one hour 
after six hours^ work. 


Indian Railways 
(Amendment) 
Act 1930. 

No provision. 


OR 


At the request of the No provision, 
worker, period of rest of 
half an hour at intervals 
not exceeding 5 hours, 
the total duration of rest 
period being not less 
than one hour for every 
six hours^ work done. 


Provides rest period of No provision, 
not less than half an hour 
lor every child working 
more than 5i hours in 
one day (no child to 
work continuously for 
more than 4 hours). 


SECTION 22. SECTION 72D (1) 

Weekly rest Provides that no per- Provides that a rail- 
son shall be employed way servant shall be 
in any factory on Sun- granted each week corn- 
days unless he is given mencing on Sundays, a 
a holi(lay for a full day period of rest of not 

on one of the three days less than 24 consecutive 
immediately succeeding hours but not neces- 

or preceding the Sunday, sarily a calendar day. 

(This period of rest shall 
not be granted to em¬ 
ployees whose employ¬ 
ment is essentially in¬ 
termittent and those of 
the workers in whose 
case the Governor- 

General-in-Council may 
prescribe periods of rest 
at a scale lower than the 
above mentioned). 
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Employment 
of children. 


Employment 
of women. 


Employment 
of a person 
in 2 factories 
on same day. 


Hours of em¬ 
ployment to 
be fixed. 


Indian Factories Act. 


Indian Railways 
(Amendment) 
Act 1930. 


SPXmON 2.3 

1. No child shall be 
employed in any factory 
unless he is 12 years of 
age and is fit for employ¬ 
ment in a factory. 

2. No child shall be 
employed in a factory 
before 5- >0 in the morn¬ 
ing or after 7 p m. 

.3. No child shall be 
employed for more than 
six hours in any one day. 


No provision. 


No provision. 


No provision. 


SECTION 24. 

No woman shall be 
employed in a factory 
before 5-30 a.rn. or after 
7 p.m. 

No woman shall be 
employed for more than 
11 hours in any one day. 


No provision. 


No provision. 


SECTION 25. 

No })erson shall be 
employed in more than 
one factory on the same 
day f^xcept in prescribed 
circumstances. 


No provision. 


SECTION 26. 

The Manager of a fac¬ 
tory shall fix specified 
hours for the employ¬ 
ment of each person an<l 
no person shall be em¬ 
ployed except during 
such hours. 


Rule 9 of the Act 
only provides for the 
display of duty lists or 
rosters in conspicuous 
places to show the dura¬ 
tion of employment and 
the incident of the 
periods of rest. 
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Indian JElailways 

Indian Factories Act (Amendment) 

Act 1930. 

SECTION 27. SECTION 71C (1). 

Limitation of No person shall be A railway servant 
working hours employed in a factory other than a railway 
per week. for more than sixty hours servant whose employ- 

in any one week. ment is essentially in¬ 

termittent shall not be 
employed for more than 
sixty hours a week on 
Where a factory has the average in any 
heed exempted from the month, 
provisions of the above 
section every person em¬ 
ployed therein for more SECTION 71C (2). 
than sixty hours in any 

one week shall be paid 2. Intermittent em- 
overtime at li times the ployees shall not be 
ordinary rate of his pay. employed for more than 

84 hours a week. 

In cases of accidents 
or urgent work tem¬ 
porary exceptions may 
be made from the pro¬ 
visions of (1) and (2) 
above provided such 
Railway servants shall 
be paid overtime at 
11 times the ordinary 
rate of pay. 

SECTION 28. 

Limitation of No person shall l)e 
working hours employed in any factory 
per day. for more than 11 hours 

in any one day. 


No provision. 
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APPENDIX (4) 

REDUCTION IN PAY—Is it permissible 
under the Payment of Wages Aot? 

An interesting point under the Payment of Wages Act is dis¬ 
cussed below by taking a hypothetical case. 

Take it for granted that one Mr. X is employed on a Railway. 
He has been in the employ of the railway for 29 years and his 
salary for the last 3 or 4 years is Rs. 48 per month. For certain 
offences of misconduct and bad work alleged to have been com¬ 
mitted, he is reduced one j-lep from 28lh January, 1940 to 27th 
April, 1940. This is done in accordance with and forms a part 
of his contract of employment. 

Does the Act contemplate fixing of wages?—No—but once 
fixed they are to be paid in full. 

It may be conceded at the outset that anything to do with 
fixing of wages or salary, and the independence of an employer 
to pay such wages as he may in his own sole discretion deems fit, 
is untouched by the Act. What the Act. however, does lay down 
is, that having fixed or settled the wages or salary it shall be paid 
to the employee without deduction of any kind, except those 
authorised by under Section 7(1) of the Act. 

What are his Wages? 

In the case that is being considered what are the wages that 
the employee is entitled to by the terms of contract of his employ¬ 
ment. There cannot he any doubt that the employee’s wages in 
this case will be Rs. 48 per month, subject to the service agree¬ 
ment which empowers the employer to reduce an employee. 

Legality of stipulation. 

The next question is the legality of an employer’s stipulation 
of a term in the contract of employment for reducing. What is 
the nature of a power to reduce? How is to be exercised? A 
power to reduce means the right to reduce the wages of a person 
by putting him one step in the scale of his wages. It can be 
done under three contingencies; (i) when the nature of employ¬ 
ment or the skill or time it requires varies and the reductioln is in 
consequence thereof; (ii) when it is done at the caprice of the 
employer and is more or less in the nature of an arbitrary wage 
cut or axe; and (iii) wdien it is done under a legal justification as 

iA reduction for some offence or for breach of duty or disciplinary 

rules. The first two menlioned above does not profess to be 

punishment or any reflection on the conduct or the merit of the 
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party concerned, Tliey cannot be reasoned out to the employees 
and are therefore not sought to be legally justified except that 
these are expedient. It may be argued that they are in the nature 
of a new understanding between the parties concerned and there¬ 
fore a frchli contracL The third however is a sort of a legal right 
either under contract or under common law. It bases the reduc¬ 
tion on the justification that the person has deserved and invited 
it by his own negligence, misconduct or inefficiency and it is in 
the nature of a punisliment of a fine. It does not stand on the 
ground of economic or business necessity nor on the ground that 
the nature or quantity of work has varied. It is solely intended 
to be a punishment and is not accompanied by any cliange in 
duties. It is FINE, pure and simple. 

It may at the same time be argued that sinct^ reduction is 
something which is intimated to the employee beforehand, the 
employee works under a fresh conlracl. It may also be urged 
that since it is communicated in advance to the employee lie is free 
to leave llie job if he so desires, and if be does not do so, he 
cannot afterwards (piestion the new grade given to Inm. The idea 
of deduction is a})Sent and what is given is an intimation of a new 
scale, and it is not open to the employee to continue in service and 
at the same lime question the new scale. The argument is plaus¬ 
ible at first sight, but on closer examination it seems erroneous. 
This is evident when we examine the question from Iw^o points of 
view namely,— does reduction automatically terminate the old 
contract? The reduced scale is justifiable only if it cancels the 
old contract in accordance with its owm terms and the common 
law. It must also create a new contract and inasmuch as the 
employee does not accept the reduced scale one cannot say that it 
is a iKwv contract. Secondly, is the reduction permanent or 
temporary? If it is temporary, as it is in the case we are con¬ 
sidering, it leans against a presumption of a fresh contract and 
exposes its true nature which is only a variation of the old con¬ 
tract. This again requires the consent of the emj)loyee. In the 
absence of such consent it is for the employer expressly and si)eci- 
brally to terminate the old conlracl. If he does not do so the old 
contract must be taken to subsist, and the employee may rightly 
disown any suggested reduction. It will then amount to deduc¬ 
tion and attempts to distinguish between deduction and reduction 
will be without substance. 

Wages to be paid without deduction. 

The Payment of Wages Act has specially defined wages (S. 2) 
(iv) and that definition specifically brushes aside stipulation regard, 
ing regular attendance, good work, or conduct or behaviour in the 
contract of employment and lays down that wages for the pur¬ 
pose of the Act shall mean all remuneration that would be pay- 
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able whether these conditions are fulfilled or not. (S. 7(1), as 
has been already noted, requires that such wages shall be paid 
without deduction of any kind, and S. 23 over-rides any contract 
to the contrary. The Act permits fines and similar punishments 
to the limited extent laid down in S. 8 and the net result is, that 
so far as power to reduce, punish or fine is concerned, it has to be. 
within the limits pi escribed by the first named Section, The 
governing provision in this respect is the Act and not the 
contract particularly because the Act specifically prohibits any 
contracting out (Section 23). Section 7(1) also expressly over¬ 
rides Section 17 (2) of the Railways Act. Reading that 

Section with Section 23 it appears that the above ]>ower to reduce 
cannot be operative at law, unless it is authorised by or under the 
Act. Section 8 is the final word on the subject and inasmuch as 
the power to reduce oversteps that Section, it appears to be 
illegal. 

No distinction between reduction and deduction. 

Reduction therefore is a fine or punishment, and fine is defi¬ 
nitely recognized as a deduction under the Act. Rut assuming for 
tlie sake of argument that the two can l>c distinguished, the case 
that is beine roriHdcr^'d makes it abundantlv clear that what has 
lieeneffected deduction under the garb of reduction. 

In the first place it is inflicted for alleged misconduct, bad 
work or some other fault. 

In th*^ second place it has been effected witlioiit any change 
in the work, duties or responsibilities. 

In the third place it is temporary and for a period of 3 
months only. 

In the fourth place the manner of doing it, f.c.. the order of 
reduction would also raise an adverse presumption. 

It is therefore clear that what the Railvvav Administration can 
be said to have done is this: Instead of saying to the employee 
that you are fined Rs. 21 or that Rs. 21 shaP be deducted from 
your wages, they have chosen the circuitous way of informing 
him that his salary has been reduced by Ps. 7 per mensem for 
three months. The distinction appears to ]>e only a distinction 
without a difference and what has l^een really done is a deduction 
hy the circuitous way of reduction. 

Under the circumstances the exercise of the power to reduce 
in such a rase appears to be in contravention of Section 8 and 
therefore, a reduction made by the Railway Administration in this 
manner would be il1e<?al and itttra vires. The reduction in 
wages for a period of 3 months will, in fact, be a circuitous way 
of inflicting an illegal fine or making an illegal deduction and 
cannot be permissible und^r the Payment of Wages Act. 
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(I propose discussing in this paper some general 
aspects of agricultural labour problems in the 
Hyderabad State. My main concern will be to 
examine the nature of labour supply, variations 
in wage rates and the factors affecting them. 
These problems are discussed with special 
reference to agricultural conditions prevalent 
in Marathwara and Telangana, the two distinct 
regions in the Dominions. The concluding part 
of the paper is devoted to an account of the 
legislative measures initiated by the Govern¬ 
ment to ameliorate the condition of agricultural 
labourers.) 

According to the Census report of 1931, the population 
of H. E. H. the Nizam’s Dominions, excluding Berar, is 
14,436,148; of this the working population is 67,42,534. 
The proportion of agricultural workers (including herdsmen) 
to the total working population is about 58 per cent. As 
regards the proportion of agricultural labourers to the 
number of cultivators, it is estimated that there is one hired 
labourer for every two cultivators. The number of agri¬ 
cultural labourers is 14,79,662 .showing an increase of 19‘1 
per cent over the figures of 1921. 

The number of agricultural labourers in itself does not 
appear to be very large, especially, when we realise that 
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the country is mainly agricultural. But, in order to know 
the real significance of the situation, it is necessary to have 
some idea of agricultural holdings and the possibilities of 
employment they provide for the labourers. The size of 
the average holding was 19*2 acres in 1928, it came down 
to 17'6 acres in 1935. For dry crops, generally grown in 
the State, this average should not be considered very satis¬ 
factory, though it is greater than what is found in the 
neighbouring provinces. As our farms are of peasant type 
depending largely on family labour, any decrease in the 
area of holdings is likely to decrease the demand for hired 
labour. Cultivators of small holdings can easily manage 
their field operations with the help of labour that may be 
available within their families. Each cultivator has, on an 
average, two such workers to help him, and it is only during 
the rush-seasons of sowing, transplanting and harvesting that 
some outside labour is engaged. Some holdings are so 
small that they cannot provide sufficient work even for the 
working members of the cultivator’s family, with the result, 
that they have to find additional work outside their farms. 
This state of affairs does not warrant the existence of an 
independent class of agricultural labourers. Nevertheless, 
it has to be admitted that not only they exist but their number 
is gradually increasing. 

Apart from the cultivators of ‘ dwarf holdings ’ and 
village artisans who have been deprived of their traditional 
occupations due to disintegeration of the old economic order, 
there is in the State a large class of landless labourers. 
Every village has its depressed classes. They are an 
integral part of the village community. As members of a 
down-trodden community, custom and tradition kept them 
divorced from land, as it was practically reserved for the 
socially privileged classes of the village community. They 
are a reserve of labour force that is always at the service 
of our cultivators. They are 2,473,230 in number re¬ 
presenting about seventeen per cent of the entire population. 
Being a product of the ancient caste system, they were assign¬ 
ed the lowest place in the sphere of economic enterprise and 
were meant to serve the castes above. They had to live as 
village menials and field-labourers. Neglected by the 
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superior castes they could have organised themselves in a 
compact community, but they further complicated the situa¬ 
tion by creating rigid sub-castes amongst themselves. These 
internal social gradations act as a great hindrance in the way 
of introducing measures of agricultural labour reform in 
this country. 

It is stated in the Census report of 1931 that ‘‘ the 
depressed classes have no economic independence in most 
parts. Some cultivate the land for Caste Hindus as tenants- 
at-will; and some are farm labourers, payment being in 
kind. The wage level of the unskilled labourer is generally 
low, and it is when the demand for labour is at a low ebb, 
during the non-agricultural season, that one realises the 
wretched plight of these landless classes. With a view to 
escaping privation they engage themselves, whole families, 
under large land-holders, for any service and on any terms 
of remuneration. Payment is made in kind. The landlord 
accomodates them for marriage and other occasional 
expenses and thus secures the services of the families from 
generation to generation.” There are proportionately very 
few owner-cultivators among them. The Government is 
trying to remove the disabilities under which they labour. 
Attempts have been made to attach them to land. Some of 
them called ‘ balutadars ’ have been granted rent-free lands 
as remuneration for the services rendered in connection with 
public needs of the village community. They have had 
ample opportunities of becoming owner-cultivators, but very 
few of them have cared to own lands. The fact is that 
constant social persecution from very early times has 
reduced them to such a stale of helplessness that they lack 
the courage to assert the rights to which they are now legally 
entitled. Though some of them are working as tenants-at- 
will, the terms of tenancy are generally such as leave them 
in no better position than that of ordinary labourers. 

Having sketched briefly the general economic position 
of agricultural labourers we may now study their wages. 

There is little uniformity in wages both as regards 
their rates and methods of payment. These differ from 
region to region according to the agricultural conditions 
prevailing in those areas. However, it can be said generally 
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that itt-kittd wage is more common, but certain economic 
forces are at work modifying this wage system. Villages, 
where some important cash crops have been introduced and 
others that lie close to some industrial area, are moving 
from wages in kind to cash wages, and the rate of wages 
is being increasingly determined by competition as opposed 
to custom. This, especially, applies to Marathwara districts 
adjoining the Bombay Presidency. Cotton, an important 
commercial crop in this area, brings in cash which can be 
freely distributed as wages. In areas where cereal crops 
still predominate and the old village economy still persists, 
wages are generally paid in kind. This system is more 
prevalent in Telangana, the reason being that cultivators 
growing cereal crops are generally short of cash resources 
and would not like to borrow money at exorbitant rates of 
interest merely to pay cash wages. 

The labourers generally prefer the system of wages in 
kind because they get their remuneration in commodities 
that can be consumed directly. Moreover, in-kind wages 
being traditional are not liable to change so often as cash 
wages which are more dependent on price fluctuations. 
Especially, harvest workers demand, as of right, customary 
wages in-kind and would refuse to accept cash wages. The 
generosity of the Indian peasant at harvest is well known; 
he does not, ordinarily, care to regulate very strictly the 
amount of produce that goes to labourers as wages. It is 
feared that under the cash system the cultivator would be 
more business-like and give just fixed wages. Some clever 
cultivators have been found to insist on paying cash wages 
when the prices of cereals are high and revert to the 
customary system as the prices go down. The labourers 
resent this arbitrary change in the wage system. The best 
method, from their point of view, is a system wherein wages 
are paid partly in-kind and partly in cash. 

At a time when organised agricultural workers in other 
countries are pressing for a change to the cash system, it 
might appear anomalous that our labourers still prefer the 
traditional system of wages in kind. It has to be admitted 
that they receive just subsistence wages, hardly sufficient for 
providing enough food for all the members of their families. 
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It is natural, therefore, that they prefer as wages com¬ 
modities that can be directly consumed to currency which 
is just a promise to the same end. To many agricultural 
workers the conception of wages has no significance inde¬ 
pendent of the amount of food that would be available after 
a full day’s labour. There are forces at work which may 
ultimately induce the labourer to accept cash wages. As 
cereals are giving place to commercial crops, cash wages are 
replacing wages in kind. The increasing area under cotton, 
oil seeds and sugar-cane is lending to encourage the system 
of cash wages. As regards wages’ in kind, the daily wage 
rate for males in the rice-growing tract is 3 to 4 seers (6 to 
8 lbs) of paddy and in the jawar-growing areas 2 to 4 seers 
(4 to 8 lbs.) of jawar, while females get 1^ to 3 seers of 
paddy or 1 to 2 seers of jawar. In the harvesting of some 
agricultural crops such as cotton, groundnuts and chillies, 
the contract system is in vogue; the labourers receive a 
portion of the produce as wages, which are determined by 
the amount of j)roduce harvested. 

As agricultural conditions are not alike throughout the 
Slate, any sweeping remarks about the factors which in¬ 
fluence agricultural wages are likely to be misleading. It is 
necessary therefore, for a comparative study of wages, to 
have some idea of agricultural conditions in the two distinct 
regions of the Dominions, viz., Telangana and Maralhwara. 
This division is not arbitrary but is based on distinctive 
geographical features which have been instrumental in creat¬ 
ing marked differences in the socio-economic life of the two 
regions. Differences in the quality of soil, amount of rain¬ 
fall and irrigation facilities have given rise to different 
systems of agricultural practices affecting working conditions 
of labourers in the two areas. 

The eastern part, forming nearly half of the State, is 
known as Telangana. Due to a comparatively high rainfall 
and better irrigation facilities, this region is especially 
suited to wet cultivation. Irrigated areas are generally 
devoted to rice cultivation with double cropping, the winter 

^ Sec H. E. H. the Nimm’s Govt. Report on Labour Census, 
1935, p. 43. 
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crop being known as abi and the summer crop as tabi. Rice- 
culture is associated with comparatively dense population, 
small agricultural holdings and low standards of living and 
health. Favourable agricultural conditions in this tropical 
region have tended to make life in agriculture easy; hence, 
the people are content with a relatively low standard of 
living. 

Marathwara, the western portion of the State, is com¬ 
paratively dry. Whenever there has been a failure of the 
monsoon, this part of the country has suffered the worst. 
The redeeming feature is the black cotton soil which owing 
to its peculiar composition is highly retentive of moisture and 
can grow rabi crops without irrigation. Excluding the 
small area of garden crops under wells, it may be generally 
said of Marathwara that it is a land of dry crops, as kharif 
and rabi the main crops of this region depend entirely on 
rains. While the cultivation of jawar, bajra, pulses and oil 
seeds is common to both the regions, wheat and cotton are 
the distinguishing crops of Marathwara as rice is that of 
Telangana. The dry crops are not conducive to the ex¬ 
istence of a dense agricultural population, as they do not 
require the services of such large numbers of agricultural 
workers as the wet crops of Telangana. A cultivator can 
command larger area under dry crops and having fertile 
soil can expect better returns in years of normal rainfall. 
This is one of the causes of the comparatively high stand¬ 
ard of living in Marathwara. Agricultural life, however, 
is relatively hard and cultivators have to be more painstak¬ 
ing and alert to meet any emergency that may arise due to 
unfavourable climatic conditions. 

The above remarks about agricultural conditions in the 
two regions will be helpful in a comparative study of wages. 
The following tables show variations in wage rates and 
fluctuations in the prices of some agricultural products in 
the State. 
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Average daily wages® in annas and pies. 

1928 (1337 F.) 1935 (1344 F.) 

Items. Telaiigaiia. Marathwara. Telangana. Marathwara 


Ploug^hmen 

0-4-2 

0-7-2 

0-3-2 

CO 

1 

1 

o 

Sowers and Trans¬ 
planters, 

Men 

o 

1 

1 

o 

1 

1 

o 

0-3-9 

o 

1 

o 

Women 

o 

1 

to 

1 

o 

1 

1 

o 

1 

CM 

1 

O 

» 

CM 

1 

o 

Weeders. 

Men 

0-2-9 

0-5-9 

0-2-11 

0-2-11 

Women 

0-2-1 

1 

CO 

1 

o 

0-2-2 

0-2-2 

Reapers,, 

Men 

1 

1 

o 

0-8~G 

0-3-9 

o 

1 

1 

CO 

Women 

0-3-1 

0-4-10 

00 

1 

<M 

i 

O 

0-3-1 

Agricultural 

Labourers. 

Men 

0-B~9 

00 

1 

CO 

1 

o 

0-4-3 

0-4-9 

Women 

0-2-10 

00 

1 

CO 

1 

o 

0-2-10 

0-2-6 

Average prices per 0. S. Rupee^ (in 

Seers and Chataks.) 

Items. 

1928 (1337 F.) 1936 (1344 F.) 

Variation 

Coarse rice 

4-2 


7-6 

+82 

Bajra 

8-lB 


11-10 

+32 

Jawar 

8-13 


13-12 

+46 

Cotton 

1-9 


2-0 

+28 

Castor Heed 

7-4 


11-7 

+ 29 


An analysis of the tables will throw light on some im¬ 
portant aspects of the labour situation in the two agricul¬ 
tural regions. The wages are comparatively high in 
Marathwara. This may be attributed partly to the better 
standard of living prevailing in this part of the country. 

* See H. E. H. the Nizam’s (k»vt. Report on Labour Census. 
1935, p. 43. 

® Both wages and prices are in Osmania Sicca. The rate of 
exchange for accounts purposes is B. G. Rs. 100“O. S. Rs. 116/10/8, 
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But, merely comparison between the daily wages does not 
necessarily reflect the real economic condition of agricultural 
labourers in the two regions. To understand the whole 
situation, it is essential to consider some important factors 
which influence the rales of agricultural wages. Higher wage- 
rate in Marathwara is partly due to the fact that its normal 
period of agricultural employment is relatively short. As 
only two dry crops are annually grown in this area, the 
number of days for which a labourer can obtain work on the 
farm is comparatively limited. Hence, it may be concluded 
that the labourer, in the absence of other equally remunera¬ 
tive sources of employment, should receive at least such daily 
wages as would enable him to maintain the minimum 
customary standard of living not only during the days of 
employment but also when there is little or no work to do. 
Thus the total wages that can be earned during an agricultural 
year are more significant than the daily wage-rate. 

Under existing agricultural conditions in India, it is 
not the individual but the family that constitutes the unit 
of labour. It is natural, therefore, that the possibilities of 
employment for women and children in agriculture influ¬ 
ence the wage-rate. Moreover the standard of living of our 
agricultural workers is not much above subsistance level, 
and so long as this standard is maintained by the aggregate 
earnings of ihe whole family, they have ordinarily nothing 
to complain of. Hence, it is not the daily wage of the 
labourer as an individual but the sum total of the earnings 
of all the working members constituting a family, that have 
to be taken into consideration, while dealing with the pro¬ 
blem of agricultural wages. 

In Marathwara agricultural operations involved in the 
cultivation of dry crops generally require hard labour, and 
are more suited to adult men. Thus the opportunities of em¬ 
ployment for women and children are diminished. As a 
substantial portion of the working population is excluded 
from agriculture, it may be concluded, on the basis of our 
assumption, that agricultural wages must be somewhat high 
in Marathwara, so that the total earnings of all the working 
members of the family may suffice to maintain the custo¬ 
mary standard of living. 
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This feature of agricultural employment in Marath- 
wara goes a long way to explain the disparity between the 
number of males and females as agricultural labourers. 
The following table^ indicates the proportion of males to 
females employed as agricultural labourers in the two 
regions. 

AKriciultnral Labourers. 


Districts. 

Males 

Females. 

Marathwara— 

Parbhani District 

45,981 

23,117 

Osmanabad „ 

65,805 

47,699 

Bir „ 

54,412 

46,642 

Telangana— 

Medak District 

31,680 

49,824 

Mah boo bn agar „ 

46,221 

52,147 

Nalgunda „ 

43,852 

64,378 


In Telangana the cultivation of four crops—^which in¬ 
clude two rice crops—facilitates, to some extent, even distri¬ 
bution of labour throughout the year. Moreover, the 
labourers can expect to obtain work for more days during 
the year. Weeding and transplanting, the two important 
operations in rice cultivation, being delicate and requiring 
only light labour, are especially suited to women. It is large¬ 
ly due to this fact that the number of women as agricultural 
labourers is large in Telangana. The possibilities of get¬ 
ting more work and employing more women, do not indicate 
increased income and better standard of living, because the 
rate of wages is automatically depressed to a point where the 
total earnings of the family just suffice to maintain the cur¬ 
rent standard of living. ‘‘ As long as the worker’s family 
is maintained at a customary standard of comfort it is al¬ 
most impossible to get any rise in agricultural wages; they 
tend always to sink to this required level.”'^ 

^ See FI. E. H. the Nizam’s Govt. Report on Labour Census, 
1935, p. 24. 

^ Labour in Agriculture, by Louise E. Howard, p. 211. 

F. 6 
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A comparison between the wages of 1928 and 1935 
will show that wage-rates have come down considerably 
since 1928. This fall has been more pronounced in Marath- 
wara. During the pre-depression years, especially in 
1925^‘—^26, exceptionally high prices of cotton had pulled 
up wages to an abnormally high level. But, as the boom 
proved short-lived, wages gradually came down to their 
normal level, with the result, that the marked disparity 
between the wage-levels of Marathwara and Telangana was 
wiped off. It may be inferred that the upper limit of 
wages was determined by the high prices of the commercial 
crop and the lower limit by the current standard of living. 

In spite of the considerable fall in the prices of cereals 
—particularly in that of rice—agricultural wages in Telan¬ 
gana have remained more or less stable. The preponder¬ 
ance of subsistence-farming in this region is largely respon¬ 
sible for this stability. The fact that wages have not 
declined considerably indicates, that under subsistence- 
farming there is a limit to fluctuations in wage-rates. They 
would, ordinarily, neither go down below subsistence-h^vel 
nor rise much above it. 

Apart from regional variations the fact remains that 
the level of agricultural wages is generally low. “ The 
Hyderabad Scarcity and Famine Manual ’’ provides that 
Relief Works will be so managed that all labourers do¬ 
ing a full day’s work can earn a subsistence-wage, that is, 
sufficient to enable a man and his wife to support in good 
health themselves and three children under ten.” Further, 
it is laid down that “ the man should receive sufficient wages 
to enable him to purchase 27 chattaks of grain, the woman 
18 chattaks and the children over ten 9 chattaks .If we 
take into consideration the days when the labourers have 
little or no work and compare these subsistence-wages to the 
wages normally received by them, it will be clear that there 
is not much difference between the two. 

How far, one may ask, is it possible to raise the standard 
of wages? There is very little scope for improving wages 

^ The average price was Rs. <17 per maund of 40 seers. 

The Hyderabad Scarcity and Famine Manual of 1938, p. 39. 
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under the present agricultural conditions in the country. In 
order to secure better wages we must see that agricultural 
enterprise is conducted at a profit. For this we have to re¬ 
organise the agricultural industry with a view to a better 
utilization of the farm-labour. How these steps lead to 
better labour conditions is noticeable in Taluqa Bodhen of 
district Nizamabad; where sugar-cane cultivation under the 
Nizamsagar Canal, stimulated by the establishment of a 
sugar factory, has within the last two years raised wages 
from 4 annas to 5 annas for males, and from 2 annas to 3 
annas for females. 

But even when agriculture is reorganised, there will be 
a limit to improvement in wages. In countries of small 
holdings, agriculture alone can hardly provide reasonable 
wages and fair working conditions for its labourers. This 
is due to the weak financial position of small-scale farming. 
The real solution of the wage-problem lies in a close rela¬ 
tionship between agriculture and industry. Intensification 
of agriculture and diversification of industry should go side 
by side. This will help to raise the general standard of 
living* and better wages will automatically follow. 

Having discussed wages we may now deal with the 
possibilities of government intervention in the field of agri¬ 
cultural labour under the economic conditions prevailing in 
the State. 

The fact, that some Western countries have been able 
to improve working conditions in agriculture by legislating 
on minimum wages, hours of work and holidays with pay, 
does not imply that similar measures are possible in this 
country. There, labour-reform first began from industries 
and gradually spread to the country-side. Moreover, the 
agrarian policy of those countries is based on state interven¬ 
tion, with a view to subsidise agriculture, and thereby im¬ 
prove labour conditions. This has been made possible, be¬ 
cause there exists an important section of the population 
devoted to industries and commerce, who can be made to 
bear the financial burden involved in ensuring reasonable 
social standards for the agricultural workers. 

This country, being mainly agricultural, can hardly 
provide sufficient financial resources for any ambitious 
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schemes of agricultural labour-reform. It is hoped that 
with the development of industrial enterprise, for which the 
Government is providing ample facilities, the task of 
ameliorating the condition of agricultural labourers will be 
facilitated. Till then, we will have to be content with only 
such measures as may protect them from hardships arising 
out of age long social and economic servitude. 

H. E. H. the Nizam’s Government have taken steps to 
emancipate agricultural labourers from an objectionable 
institution that had been in existence for a long time in some 
parts of Telangana. It was the Bhagela system of labour 
contract. 

Under the Bhagela system, some big land-holders used 
to advance loans to needy agricultural labourers subject 
to the condition that they would remain whole-lime 
servants till the loans were liquidated. These labourers 
(known as Bhagelas) were paid low wages which were 
generally determined on yearly basis. In the majority of 
cases they could not repay the loans, because their low 
wages forced them to borrow additional loans before the 
original loans were paid off. The result was that they re¬ 
mained Bhagelas for life. In some cases the terms of the 
agreement contained a clause to the effect that if a Bhagela 
failed to repay the loan in his life-time, his son would fulfil 
the terms of the contract in the same capacity. 

" The Hyderabad Bhagela Agreements Regulation ’ of 
1345 Fasli (1936), regulates the terms and limits the period 
of agricultural labour contract. The main provisions of the 
Regulation may be summarized as follows:— 

(a) Conditions necessary for a valid agricultural 
labour agreement—Section 4 provides that 
the terms of a Bhagela agreement shall be 
recorded in an instrument duly stamped, and 
that a counterpart of the instrument shall be 
delivered to the executant.” Further the 
stipulated period of service shall not exceed 

^ Section 2. “ Executant means the party to Bhagela Agree¬ 
ment who undertakes that he or some other person under his 
guardianship shall perform labour.” 
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one year, and that on the expiry of this 
period all liabilities arising out of the con¬ 
tract shall be regarded as liquidated. Again 
the rate of wages and hours of service must 
be reasonable. 

(b) Maximum rate of interest—Section 5 fixes the 
rate of interest recoverable under a Bhagela 
agreement at 6% per annum. 

(<■) Agreement void on death of Bhagela or execu¬ 
tant—Section 6 provides tliat the death either 
of the Bhagela or the executant shall render 
the agreement void. Further the liability to 
perform labour shall not survive against any 
heir or the estate of the deceased. 

As regards the efficacy of the Regulation in removing 
the objectionable features ol the Bhagela system, it may be 
said that in the absence of adequate penal provision, it is 
difficult to bring the otienders to book. Moreover the work¬ 
ing of the Regulation has in actual practice proved, that the 
land-holders can easily circumvent some of its provisions to 
suit their own purpose. It has been found that they are 
evading section 4 of the Regulation by making oral or un¬ 
stamped agreements. Since there is no specification as to 
who shall provide the stampeil paper the, land-holders have 
placed the onus on the Bhagelas. As the Bhagclas are poor 
and stand in the capacity of borrowers, they are not in a 
position to provide beforehand money required for the 
paper. 

This Regulation is only meant to be tentative, and it is 
hoped that its shortcomings will be rectified after the final 
enactment, which is going to be on the lines of the Bihar and 
Orissa Act VIII of 1920^ is passed. 




MINIMUM WAGE LEGISLATION 


BY 

Dr. B. R. Seth, M.A., Ph.D. 

D. A. V. College^ Dehra Dun. 

As far back as 1928 the international labour Confer¬ 
ence adopted a draft convention on Minimum Wage Legis¬ 
lation in the following terms:— 

“ Each member of the International Labour Organi¬ 
sation which ratifies this Convention undertakes 
to create or maintain machinery whereby mini¬ 
mum rates of wages can be fixed for workers 
employed in certain parts of trades in which no 
arrangement exists for the effective regulation 
of wages by collective agreements or otherwise 
and wages are exceptionally low.” 

That wages in India are exceptionally low nobody can 
question. In Bombay City a mill worker was hardly earn¬ 
ing Rs. -/15/- per day in July 1937, the daily earnings of 
weavers being Rs. 1/5/8 while those of reelers being -/8/11. 
In Ahmedabad, the reelers earned only -/8/6 per day. 
While the average daily earnings in Sholapur are only 
-/11/7, the average for reelers is only -/4/1 per day. 

Wages in the Jute Mills in Bengal vary from Rs. 
8/2/9 to 2/12/9 per week of 54 hours. Condition of 
wages in mines is more unsatisfactory. As a result of a 
Family Budget Investigation in July and August 1938 it 
was found that two per cent of the families had average 
monthly income of Rs. 3/14/6, 13% only Rs. 8/1/4, 31% 
Rs. 12/4/7, 23-5% Rs. 16/9/4, 21% Rs. 24/9/4, 7% 
Rs. 34/11/4 and 2*5% Rs. 43/5/6. As in an average 
family there were 1*6 workers, mere mathematical calcula¬ 
tions would show that 67% of the workers were earning 
below Rs. 15/- per month and the remaining 33% between 
Rs. 21/- and Rs. 28/- per month. As regards Railway 
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workers, gate keepers and gang-men who form nearly 25% 
of the total number of Railway employees, hardly earn Rs. 
8/- or 9/- per month on certain Railways. Monthly earn¬ 
ings of dock workers in Calcutta and Bombay also vary 
between Rs. 15/- and Rs. 23/- per month. Lastly, except 
in Bombay and the Punjab, the earnings of unskilled workers 
rarely reach Rs. 15/- per month. Most of them get less 
than Rs. 10/- per month. 

The granting of minimum wage is an urgent need, 
not only because wages are low but also because 
there does not exist any arrangement for the effective 
regulation of wages by collective agreements or otherwise. 
There are no strong Trade Unions to resist the arbitrary 
reduction of wages. Industrial Centres like Jharia, Bermo, 
Penchvalley and Ranigunj cannot even boast of any labour 
organisation worth the name. Moreover, in India pressure 
of population on land is already very heavy and is grow¬ 
ing. It is true that industries also are developing but indus¬ 
trial development is not of a magnitude sufficient to absorb 
all the population which cannot be supported by land. The 
inevitable result is that there is an ever-growing industrial 
labour reserve available at the gates of most of the indus¬ 
trial undertakings for any wages that employers may choose 
to give. This overabundance of labour supply coupled with 
keen ont-sided competition, leads to a veritable race in re¬ 
duction of costs by deduction in wages. This tendency is 
growing apace and time has now surely come when any 
further indifference on the part of the states will lead to still 
worsening of the wage position which in its turn cannot but 
lead to industrial strife. Minimum wage legislation is not 
only an urgent need from the point of view of the well¬ 
being of the working classes in this country but is also one 
of the most important measures calculated to mitigate the 
rigours of industrial strife. A living wage will ensure that 
mutual good-will and trust between worker and employer 
that can alone bring about peace in the industrial world. 
Lastly, it should be noted that no element of charity is 
present in the payment of minimum wages. Justice as op¬ 
posed to charity should be our guiding principle. It is only 
through a perfect system of wage payment that universal 
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justice can be achieved. Social justice can accrue only 
from honest work and just remuneration, the man who contri¬ 
butes much should also receive much. One can hardly be 
expected to do his best without proper recognition of his 
contribution. A worker who does not get satisfaction out 
of his day’s toil is losing the best pari of his pay, and 
denying his employer his best work. 

Object and Principle of fixing minimum wage. 

As to the basis or the principle on which the minimum 
wage should be fixed, it all depends on our object in fixing 
minimum wages. The latter should be to assure the work¬ 
ers a living or subsistence wage and at the same time a just 
and fair wage. This object will be best achieved if at first 
a living or basic wage is declared and on this foundation 
there is erected a complex superstructure of minimum rates 
for various occupations and grades of skill. This method 
is being followed in Australia. The basic or living wage for 
a worker should be such as to include not merely the cost 
of maintenance for himself but also for supporting his 
family, clothing them, housing them, educating them and 
giving them privileges incident to their standard of living, 
besides the provision for still something more in the way of 
saving. In other words, it should secure a reasonable 
standard of civilized life to the industrial worker and his 
family. 

But as the expenditure under various heads is likely 
to differ with a rise or fall in price level, it is expedient 
that before determining the wages of a worker the fullest 
consideration should be given to the changes in the cost of 
living. Such cost of living indices should be prepared by 
the Department of Industries every month or at least every 
quarter of the year and the amount of wages should be re¬ 
gulated according to the cost of living indices. This is 
being done in England and U.S.A. Another factor that 
must be taken into account in fixing basic wage is the size 
of the family. An average family of husband, wife and 
three children and their requirements should constitute as 
the fair basis of the standard of living estimates. As re¬ 
gards the minimum requirements of each individual, they 
F. 7 
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must be such as to constitute a reasonable standard of civi¬ 
lized life which should mean the provision of not only suf¬ 
ficient food and nourishment but also other necessaries of 
life and work and such other social services and amenities 
as public education, care of health and sanitation, amuse¬ 
ment and recreation. The irreducible minimum require¬ 
ments of food, clothing and housing for an adult worker 
have been estimated at calorific values of 2400 to 3000 units 
per day, 30 yards per annum and 100 sq. ft. respectively. 
The costs of standard of civilized life have been estimated by 
economists in different parts in India at Rs. 15/- to Rs. 25/- 
per capita per month in the pre-war value of the rupee. 

“ Turning to the superstructure of minimum rates for 
various occupations and grades of skill* this should be 
erected by keeping in view the general economic conditions 
and the capacity of the industry to pay. Wage rates which 
can make the labour cost as much as 55% of the total cost, 
can be safely taken to be fair rates. As for the system of 
determining rates, both time and piece wage systems should 
be followed. There should be a fixed time wage for all the 
workers ensuring a living and a just wage, and over and 
above this there should be additional payment for extra work 
done according to piece wage rates. Thus, the ambitious as 
well as efficient and quick workers should have ample op¬ 
portunity of bettering their lot by extra work. On the other 
hand, in order to safeguard against wilful negligence and 
waste of time on the part of the workers there should be 
standardization of work by means of time and motion studies 
for every single job in industrial operations as far as pos¬ 
sible and every worker should be required to do a fixed 
quota of work per day as determined by such methods of 
scientific management.** 

Minimmn wage fixing Machinery. 

Though under the Government of India Act, 1935, Pro¬ 
vincial Governments are empowered to pass legislation and 
to set up machinery for the fixation of minimum wage, yet 
it is better and desirable if the Central Government passes 
minimum wage legislation for the whole of India. The 
Central Government should lay down the minimum wage 
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principles and the machinery that should be set up for hxing 
minimum wages. The working of details should be left to 
the Provincial (Governments. A Central legislation will go 
far in assuring uniform labour conditions in all provinces 
and even in some Indian States which have already adopted 
many labour legislations passed in British India and thus 
avoiding any chance of imfair competition between their 
industries. The Central Government should also set up a 
National Wage Board for co-ordinating the work of provinces 
and for giving free consultation in this matter. Besides this 
work, it should set up minimum wage fixation machinery for 
the Centrally administered areas which have not acquired 
the status of Governor provinces. 

But if the Central Government does not show any 
inclination to pass any such legislation the provincial govern¬ 
ments should waste no more time in adopting this measure. 
As the Cihairman has observed, there should be no difficulty in 
the way of seven if not eight Congress Provinces acting to¬ 
gether in the matter of this reform. Non-Congress Provinces 
have not been lagging behind and are not likely to do so even 
in future in adopting similar measures. Concerted action in 
such matters on the part of all the provinces and also some 
Indian States is not an impossibility. This is obvious from 
the fact that at present the National Planning Committee has 
received co-operation and support not only from Congress 
(Governments but also from non-Congress Governments and 
some of the most important Indian States. 

The Provincial wage fixation machinery should work 
under the guidance of a Provincial Minister of Labour who 
should set up Provincial Trade Boards for each trade to 
fix wage rates. In constituting these Boards representation 
should be given as far as possible to each district, section 
or branch of the trade, all the main classes and grades of 
employers and workers in the trade and the principal dis¬ 
tricts or centres in which the trade is carried on. Members 
representing employers and employees should be in equal 
number. Besides ^em there should be some disinterested 
persons on the Board, one of whom should be elected as the 
chairman of the Board. (Generally the trade Board will 
have to cover a given trade throughout the province, but the 
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Ministers may set up District Boards for any trade. Where 
no District Boards are established the Provincial Trade 
Boards must be allowed to establish District trade commit¬ 
tees for advisory purposes. These committees should be 
constituted on lines similar to the Provincial Boards. A 
trade Beard may refer any matter to the District trade Com¬ 
mittee for its report and recommendations or may delegate 
any power or duties except that of fixing minimum wages. 
But no minimum wage rate should be fixed, cancelled or 
varied in the area covered by the Committee unless the rate 
or its variation or cancellation has been recommended by the 
Committee or opportunity given to the Committee to report 
to the Trade Board and the latter has considered that 
report. 

Minimum rates should become legally effective only 
upon confirmation by the Minister of Labour. He should 
also act as the Court of appeal. Notice of proposed rates 
or any change in them should be given and a period of at 
least a month be allowed to the employers or employees to 
raise objections, if any, against the proposals of the Trade 
Board. The objections should be first considered by the 
Trade Boards and the latter should notify the Minister of 
Labour about their decision. The Minister himself must 
examine the objection and the decision rather thoroughly and 
after that he may confirm the decision of the Board or may 
send it to the Board for further consideration on the line 
suggested by him. 

Rates below minimum for some classes of workers. 

If a Trade Board is satisfied that any worker, employ¬ 
ed or desiring to be employed in any branch of a trade, is 
incapable on account of infirmity or physical injury, of earn¬ 
ing the minimum Time rate which would be applicable to 
him the Board may grant to the worker a permit exempting 
him from employment at the minimum rale. Permits should 
be granted only on medical evidence of incapacity. A trade 
Board may also fix up special minimum rates for persons 
who are learning a trade. But in such cases the Board 
must specify the conditions of securing effective 
instructions. 
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Enforcement. 

'Fhe Minister of Labour should be charged with the en¬ 
forcement of the Trade Board Acts, and for this purpose he 
should have special staff of inspectors who may have power 
to require the production of wages records by employers 
and records of payments to outworkers by persons giving out 
work. Employers may be required to keep adequate re¬ 
cords of wages paid to their workers and failure to do this 
may involve liability to fine or any other suitable punish¬ 
ment. Any person who supplies information which he 
knows to be false may be liable on summary conviction to a 
fine or to imprisonment. Employers who pay wages lower 
than the minimum fixed by a Trade Board should be liable 
on summary conviction in respect of each offence to a fine 
and may in addition be ordered to pay the balance of wages 
due to workers. If the offence is committed by the agent 
or any other person of the employer without the employer’s 
knowledge then those agents or persons should be liable to 
conviction. Any person who hinders any inspector in the 
exercise of his duties or who fails to produce necessary 
documents or information, may be liable on summary con¬ 
viction to a fine. Lastly, every occupier of a factory or 
workshop or of any place used for giving out work to 
outworker^ may be required to fix notices relative to the 
operation of the Act including schedule of wage rates, in his 
factory or workshop or place used for giving out work to 
outworkers. 

Protection of wage earners and their wages. 

Lastly, mere guaranteeing of minimum and fair wages 
will hardly improve the economic condition of the workers 
unless the latter are unable to get uiid enjoy their earned 
wages. Both the wage earners and their earned wages need 
some sort of protection. Earned wages require to be pro¬ 
tected against delayed payments, arbitrary fines, deductions, 
their attachment for debt and their payment in kind. Wage 
earners need protection against be-setting for collecting debts 
and imprisonment for debt. 
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Of course, some legislative measures have already been 
adopted to accord such protection. The most important of 
these measures is the Wage Payment Act, 1938. It contains 
adequate provisions to secure prompt payment of and regula¬ 
tion of deductions and lines from earned wages. But unfor¬ 
tunately it applies only to persons employed in factories and 
on railways. Its extension is badly required in the case of 
Bihar, Bengal and the Central Provinces coalfields, as there 
arbitrary deductions, heavy fines and truck systems of pay¬ 
ment are widely prevalent. Again, the Act needs to be 
amended in one respect. The working of the Act has shown 
that the management of the industrial undertakings, to 
whidb this Act applies, now punish their workers not by 
fines but by suspending or by refusing work to them for a 
number of days. This punishment of forced absence is 
worse thar; that oi fine and hence it is necessary that the Act 
should be amended in such a way as to regulate the extent or 
the amount of this kind of punishment along with that of 
fine. 

As regards the protection of the wage earners, of 
course, the Government of India have amended the Code of 
Civil Procedure to give protection to the workers against 
attachment of wages and imprisonment for debt, but they 
have done nothing to protect the workers against besetting for 
collecting debts. As a result of the above amendments the 
money lenders, instead of taking legal proceedings, are now 
using more frequently intimidation or even violence for the 
recovery of the debt. The Bengal and Central Provinces 
Governments have already passed the Workman Protection 
Acts which provide that whoever loiters in or near any 
industrial establishment with a view of recovering debt from 
any workman employed therein is to be liable to punishment 
with imprisonment or with fine. The Central Provinces Go¬ 
vernment have also passed an Act relating to the liquidation 
of unsecured debts due from workmen. This Act is known 
as the Central Provinces Adjustment and Liquidation of in¬ 
dustrial worker’s Debt Act of 1936. This Act aims at dis¬ 
couraging the moneylender from entering into such contracts 
with the workers which he knows the debtor cannot fulfil by 
restricting the assistance of the law to the recovery of such 
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sums as the borrower can reasonably repay in a limited 
period of time. This Act is applicable to industrial workers 
receiving not more than Rs. 50/- p.m. If the Government 
of India show their indifference in passing such legislation 
for the whole of India it is highly desirable that other Pro¬ 
vincial Governments should adopt these two legislations with¬ 
out wasting any more time. It is needless to say that they 
will go far in improving the economic condition of the work¬ 
ers whose sufferings are not to a small extent due to their 
indebtedness. 




APPLICABILITY OF THE PRINCIPLE OF MINIMUM 
LIVING WAGE IN INDIA 


BY 

Shitla Prasad Saksena 
Lecturer in Economics, Lucknow University. 

The inability of labourers to protect and safeguard 
their rights and interests in the field of industrial competi¬ 
tion in the regime of laissez faire has been responsible for 
state intervention in the domain of industrial enterprise. 
Industrial legislation was undertaken by various countries 
for regulating hours of work, rest days and holidays, condi¬ 
tions of work, and for making provisions for medical relief, 
allowance for sickness, and accidents. 

Industry’s failure to pay millions of its workers enough 
to enable them and their families to live in decency led to 
another piece of industrial legislation. The minimum wage 
legislation is thus a part of general labour legislation. The 
underlying motive is to safeguard health and efficiency of 
the workers by guaranteeing to them minimum necessary 
comforts in life. Though the ideal is sound yet the legis¬ 
lative measures adopted in different countries do not in every 
case cover the entire field. These governmental attempts to 
regulate wages have not been exclusively directed towards the 
prevention of poverty or sweating. The European laws and 
those enacted by the American states, applicable only to 
women and minors, have aimed chiefly to prevent extra¬ 
ordinarily low wages rather than to affect a general levelling 
up calculated to increase the national purchasing power or to 
achieve some other end. The convention on the subject 
adopted by the international labour conference contemplates 
creation of wage fixing machinery only in the case of trades 
or parts of trades in which no arrangements exist for effect¬ 
ive regulation of wages by collective agreement or other¬ 
wise and wages are exceptionally low. 

719 
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In India the demand for a legal minimum wage was 
made before the Royal Commission on Indian Labour and 
its attention was drawn to the international convention on the 
subject. The Labour Commission made the following re¬ 
marks : “ In our view the convention in referring to trades 
in which wages are ‘ exceptionally low,’ must be regarded 
as having in view trade in which wages are low, not by com¬ 
parison with western or other foreign standards, but by the 
comparison with the general trend of wages and wage 
levels in kindred occupations in the coimtry concerned.” 
This interpretation of the minimum wage con¬ 
vention takes away the real force behind the whole move¬ 
ment, namely, the workers’ right to get living wage out of 
the proceeds of industry. The Royal Commission simply 
wanted to standardise the wages of the workers in the same 
department in one industry and the wages for similar jobs 
in kindred occupations. To illustrate the point, the Royal 
Commission would consider for an increase in wages only if 
the workers in a particular department in one mill were 
getting lower wages than the workers in the same department 
in another mill or if the wages of labourers for similar jobs 
in kindred industries showed greater disparity. What it 
really comes to is the uniformity of wage rates and not the 
fixation of minimum standards for wages. In fact mini¬ 
mum wages should be fixed on the basis of adequacy of 
wages and not on mere standardisation of wage rates. A 
uniform rate of low wages does not in any way help the 
worker. WTiat he needs is sufficient purchasing power to en¬ 
able him to live as becomes of a member of civilised 
society. 

Secondly, the emphasis on the phrase “ by comparison 
to the general trend of wages in India ” puts off for an 
indefinitely long period any demand for an increase in the 
wages of industrial labour in India. The general trend of 
wages in India is governed by the agricultural wages, which 
are the lowest. If industrial wages are to move in com¬ 
parison with the agricultural wages then there can be no case 
for a rise in wages rather there should be a cut in the 
present income of the industrial workers. The attitude of 
the Royal Commission becomes more clear when it says. 
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“ It must always be remembered that in India organised 
industry caimot be regarded as lowering the standard of 
living of those it absorbs, the majority of whom left the field 
for the factory to secure an alleviation of their hardships.” 
In short, the Royal Commission summarily dismissed the 
demand of the industrial labour for a living wage for as 
long as agricultural wages remained below the industrial 
wages. 

Fortunately, this view did not hold the field for long. 
Public opinion in the country admitted the workers claim 
for a living wage. The Labour Enquiry Committees ap¬ 
pointed subsequently took more realistic view and inter¬ 
preted “ minimum wage to connote a minimum living 
wage.” 

The first official record of this changed view is found 
in the declaration of the Bombay Government in August, 
1937 when they said: 

“ Government are examining the possibility of devising 
measures for setting up minimum wage fixing machinery to 
meet special requirements with regard to industries and 
industrial centres which fail to provide a living wage to the 
employees. Government have decided to institute exhaus¬ 
tive inquiries with a view to determining how far the wages 
in these cases fall short of the minimum budgetary needs of 
the workers, to discover what circumstances are responsible 
for the inadequacy and to ascertain the ways and means of 
improving wages to a satisfactory level.” 

The Cawnpore Labour Inquiry Committee (1938) 
endorsed this opinion when they said. “ The principle of the 
minimum simply stated is to guarantee to the worker a liv¬ 
ing wage.” 

Compared with this criterion industrial wages in India 
are decidedly “exceptionally low.” Objections may be taken 
in respect of the assumed standard of living for the workers. 
To cut short a theoretical discussion on the meaning and the 
implications of the term I have taken the standard of living 
of a C class prisoner in the jails in the United Provinces to 
be the lowest basis for comparison and I am confident nobody 

^ Cawnpore Labour Inquiry Report, p. 42, 
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would think the jail standard to be an imaginary or 
elevated standard taken with a view to paint the industrial 
worker as an object of commisseration. An inquiry into the 
living stndard of the industrial labourers gives astounding 
results. The following table gives a comparison of the 
average daily per head consumption of food of an industrial 
labourer at Cawnpore and a C class prisoner in the U. P. 
jails*:— 


Articles of food. 

Daily food 
consumption 
of industrial 
labourers. 

U. P. jail diet. 

Increase or 
decrease 
over 
jail diet. 

Cereals. 

Ch. 

Ch. 

Ch. 

Rice 

1-6 

... 

1*6 

Wheat 

7*3 

11* 

-37 

Bajra 

35 

... 

3-5 

Barley 

... 

3 

-30 

Gram 

•19 

... 

*19 

Arhar dal 

74 

1* 

- 26 

Urd 

•15 

... 

•15 

Other pulses 

•4 

... 

•4 

Total 

1388 

50 

—rj2 

Milk 

•4 

... 

•4 

Ghee 

09 

... 

•09 

Salt 

•2 

•27 

07 

Mustard Oil 

•19 

•16 

•03 


* Alternative combination is rice 10^ ch. Pulses 3| ch. 


The quantities of vegetables, meat and fish have not 
been considered in the foregoing table. It is difficult to 
gather from the labourers the quantities of these articles 
because they consume these articles only now and then 
though in a jail diet 3 ch. of vegetable are given every day 
in addition to the diet mentioned above. 


2 Indian Journal of Economics (July, 1936, pp. 48 and 49.) 
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Two conclusions can be drawn from the above table, 
namely: 

(а) that the average quantity of food consumed by 

the labourers is less than the jail diet by 1‘12 
ch. and 

(б) that the diet of the labourers is inferior to the 

diet of a prisoner. 

This inadequate diet accounts for the expenditure of 
about 50 per cent, of the average income of all labourers 
at Cawnpore. Incomes at the lower end of the wage table 
provide a standard of living which can be described only as 
a starvation standard. Conditions in other industrial 
centres are not very much different. Inadequacy of present 
wage levels at least for the lower grades of labourers is 
proved beyond doubt. Yet such conditions are allowed to 
exist even though the principle of minimum wage has been 
accepted by the government and the employers. The Em¬ 
ployers’ Association of Northern India agreed in theory to 
the principle of minimum wage but the association wants its 
application only under certain conditions. These conditions 
if accepted would defer the application of the principle for 
ever. In other words, it brings us back to the position taken 
by the Royal Commission on Labour in 1930. In their 
memorandum to the Cawnpore Labour Enquiry Committee 
the Employers’ Association says: “The Association see no ob¬ 
jection to a minimum rate of wages being fixed for factory 
adult labour, provided that under no circumstances should 
the standard of minimum rate of wage be so fixed that the 
textile industry of the United Provinces would be unduly 
handicapped in competition with the textile industry in 
other centres. It is not feasible to deal with minimum 
wages for an industry without considering the possibilities 
of a minimum wage for all industries. Moreover, the estab¬ 
lishment of a minimum wage would involve taking evidence 
about whole of India’s economic activity and the central 
government’s fiscal policy.” 

The conditions therefore are; (1) The minimum wage 
should apply to all centres in the country. (2) It should 
apply to all industries in the country and (3) it should take 
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into account the whole of India’s economic activity and the 
central government’s fiscal policy. 

The first condition can be interpreted in two ways: 
(a) An insistence on the application of the principle of mini¬ 
mum wage in all industrial centres irrespective of the amount 
and (b) fixation of the same minimum wage for the whole 
country. 

Though it is desirable and necessary that minimum 
wage be guaranteed in all industrial centres the absence of 
its application in one centre or the other should not be taken 
as a plea for not introducing it in another centre. The 
centre which offers a better wage would obviously attract 
more labour and hence would be in a better position to make 
a choice among the workers. Industrial efficiency would go 
up with the selection of the labour force. Further, to meet 
the increased wage bill, the employers can take recourse to 
a policy of rationalisation of the industry. Increased out¬ 
put and other economies of rationalisation would more than 
compensate the high labour charges. High or low wage 
cost is a relative term and should be studied in relation to 
output. What really counts in industrial competition is the 
cost per unit of production and not total money paid in 
wages. It has been proved in other countries, and even in 
India, that in the real sense better paid labour is cheaper 
in the long run than low paid inefficient labour. Thus the 
apprehension that the high minimum wage would unduly 
handicap competition with other centres is not justifiable. 
Disparity in wage rates between different centres and various 
mills in one centre is found to exist even to day when mini¬ 
mum wage levels have not been introduced. 

There is another aspect of the question. Why should 
the entire burden of equalising the cost of production or 
the competitive strength fall only on the shoulders of poor 
labourers? It is quite possible that defective organisation, 
mismanagement of the factory, costly raw materials, or high 
supervision and overhead charges may raise the cost of pro¬ 
duction of goods and thus weaken the competitive position 
of the concern. In such cases labour cannot be justifiably 
made to pay and suffer for the inefficiency and incompetence 
of the other factors of production. Therefore, before labour 
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donaod is turned down on the ground of jeopardising the 
oompeUtive strength of the factory we shall have to answer 
other questions. For instance, are the overhead charges 
and the rate of dividend uniform throughout the country 
and if not why is there insistence on equality in respect of 
wage rates alone? Is it proved that there is no scope for 
effecting reasonable economies in costs other than wages? 
If die answer to these questions be not in bold affirmative, 
then the fear of possible competition from other centres 
cannot be acceptable. 

As to the other interpretation, it would not be absurd 
to insist on the same amount being fixed for all centres be* 
cause of the obvious differences in the living conditions and 
price levels. Moreover, every centre has its facilities and 
drawbacks. In the case of the cotton textile industry, if 
Bombay has the disadvantage of heavy taxation and long 
distance from distributive centres it gets cheaper machinery 
and imported raw materials along with the additional 
facility for export trade. As against this Cawnpore, Nag¬ 
pur and Ahmedabad command markets at band and secure 
better supply of Indian cotton at favourable prices. These 
(%ntres, however, suffer from several disadvantages. The 
amount of wages should, therefore, be fixed after taking into 
account the economic position of the industry and the cost 
of living of the workers in each region. 

The second condition says that the minimum wage 
should apply to all industries. If “ all industries ” include 
agriculture and village industries then the line of argument 
is the same as that of the Whitley Commission. There can 
be two arguments for keeping the minimum wages in con¬ 
formity with the general trend of wages in other industries. 
The first may be that the workers have no right to demand 
a higher wage than what their brethren are getting in other 
industries. If this contention is to be applied, it should be 
applicable to both labour as well as capital. If wages in 
agriculture or cottage industries are low, profits in these 
industries are correspondingly limited. Or, if the argu¬ 
ment is to pay the general average wage in the country, 
without referring to the nature of the calling or its prospects 
then on this very basis the general rate of profits should be 
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the bank interest paid on current deposits. No employer 
would 'ever accept this rate of dividends from any industry. 
It may again he argued that in case of a higher wage being 
fixed in one industry there would be an overplus of workers 
in that industry. If such a thing happens the employers 
do not stand to lose, they would rather gain. 

Even assuming that all industries exclude agriculture 
and cottage industries, the argument would not be sufficient* 
ly strong even for the rest of industries to be grouped to* 
getber. Industries in India can be divided into two sec* 
tions—protected and unprotected industries. Conditions in 
unprotected industries cannot be the same as in other 
industries where foreign competition has been eliminated 
through prohibitive customs duties and the home market has 
been made a close preserve of the Indian manufacturers. 
Minimum living wage for labour is a very modest demand 
in the proteocted industries which have been assured a fair 
dividend on capital at the cost of State revenues and the 
consumers. If the capitalists can get protection for their sav* 
ings invested in industry labourers have a greater claim for 
demanding a guarantee of the bare essentials of life. Even 
from the point of view of providing employment, securing 
general prosperity and of giving a return to the consumers 
a legal minimum wage is more necessary than the assured 
dividend on capital. Unfortunately, in India protection is 
taken to imply a guarantee of returns on capital alone. It 
is a protection to capital and not to industry. Grounds of 
State aid based on the creation of additional employment or 
payment of higher wages are too soon forgotten. Further* 
more, every industry enjoys certain advantages and dis* 
advantages and as such industries placed in a more favour¬ 
able position should be compelled to pay an increasing share 
in the proceeds of the industry to labour. For instance, if 
iron and steel, sugar and cotton industries enjoy the benefit 
of cheap materials, extensive markets and heavy protection 
there is no reason why in these industries wage rates should 
not be higher than in leather, glass or paper industries 
which have to struggle under more severe conditions. 

The employers cannot take shelter behind the argu¬ 
ment that the fixation of a minimum wage would lead to a 
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deflection of capital from the industry and as such the State 
should not create artificial conditions prejudicial to certain 
industries. Indian industries have been demanding and en¬ 
joying protection, and every employer is anxious to retain 
it. Protection itself is a governmental measure to attract 
capital for the industry and if Government can be called in 
to help the capitalists it can not be blamed for securing the 
right of the labourers. 

No doubt general economic conditions and the govern¬ 
ment policy are important factors in determining the capa¬ 
city of an industry to pay its labourers. But labour should 
not be the first and the only victim of an economic depres¬ 
sion or an unfavourable State policy. In cases of violent 
economic disturbances, the suffering should be equitably dis¬ 
tributed between the various factors of production keeping 
in view the capacity of the factor to bear the sacrifice. The 
principle should be equal minimum sacrifice for all, pre¬ 
ferably in a progressive order—heavier burden falling on 
stronger and not on weaker shoulders. What actually 
happens is a competition between the capitalists, the labour¬ 
ers and the producers of raw materials in securing benefits 
in the days of prosperity and in shifting the incidence of 
sacrifice in times of adversity. Such competition in the 
face of unequal bargaining power has almost always bene- 
filted the capitalists at the cost of the labourers and the pro¬ 
ducers of raw materials. 

What is, therefore, necessary is to fix a general legal 
minimuin wage for labourers in unprotected industries and 
in the case of protected industries to guarantee to labour an 
equitable share which should be higher than the bare mini¬ 
mum living wage. 

The Cawnpore Labour Enquiry Committee, while re¬ 
commending a minimum wage, said that if conditions were 
not abnormal and other factors were equally helpful they 
would have been greatly inclined to leave the large industries 
to settle the question for themselves. This provision does 
not seem to be very necessary for it would make no differ¬ 
ence for the industry or the labour if the minimum wage is 
fixed by the State or through the efforts of the labour unions. 
If it be desirable, the State should see that the minimum is 
F. 9 
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secured without waiting for the labour union to wrest it 
from the employers through a grim fight to pay it. In other 
countries, no doubt such legislation has been applied usually 
to the minor trades because labour in such industries is 
widely diffused and unorganised. If a weak trade union 
movement be the basis for securing the minimum wage 
through legislative action then I make bold to say that in 
India there is no industry to-day where under the present 
circumstances labour can claim to fight out successfully 
organised capital on this issue. 



INDUSTRIAL DISPUTES AND THEIR SETTLEMENT 


BY 

Dr. B. V. Narayanaswamy M.A., B.Com., Ph.D. 
Bar-at-Law 

University Professor of Economics {Annamalai 
University). 

Ever since the Industrial Revolution disputes between 
employers and labourers have been almost inevitable features 
of the modern organisation of industry. This may, in part, 
be ascribed to the fact that the existing industrial organiza¬ 
tion has shattered the personal bond between workers and 
employer. In spite of various attempts, industrial disputes 
have existed in the past, are still persisting in many countries 
and it is, beyond doubt, desirable that they should be 
minimised, if not totally abolished, in the future. 
Different types of machinery have been adopted in 
different countries to settle industrial disputes. The Cana¬ 
dian Industrial Dispute Act of 1907, the Italian Act of 1926, 
the Belgium Order of 1926, the Conciliation Act and the 
Industrial Courts Act of 1919 in Great Britain, the Labour 
Courts of Germany, the Industrial Disputes Act of India 
and various pieces of legislation in Australasia have all 
sought in different ways to settle disputes in industries, as 
far as possible, amicably. It has been the consistent and 
persistent endeavour of legislators to secure closer contact 
between the employees and employers in order to effect 
peaceful settlement of industrial differences. The various 
recommendations of the Whitley Committee in England such 
as the establishment of Workshop Committees, District 
Councils, Industrial Councils, aim at arriving at solutions 
acceptable alike to employer and employee. 

From a close examination of the legislation on the 
matter in almost all countries of the world one fact emerges, 
viz.^ compulsory arbitration is no longer favoured for an 
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effective solution of the problem. A few of the probable 
reasons for this attitude may be mentioned. As compared 
with conciliation, compulsory arbitration has the disadvan¬ 
tage that it does not automatically win the support of both 
parties to the dispute. The task of the arbitrator is very 
difficult since he does not possess any recognised body of 
laws or precedents on which he can base his decisions. 
These decisions are, therefore, necessarily empirical and 
arbitrary. Besides, compulsory arbitration takes away 
from the worker his right to strike and the opposition from 
organised labour may make the enforcement of the arbitra¬ 
tor’s decisions well nigh impossible. It has also the added 
disadvantage that Government becomes directly involved in 
the dispute and has to use sanctions against the employers 
or against a large body of the employees. While the former 
may be comparatively easy the latter would be an extremely 
difficult proposition. Voluntary conciliation, on the other 
hand, is based on the mutual agreement of the parties. 
Instead of trying to enforce on the parties a decision from 
outside steps are taken to bring the parties together and bring 
about an agreement acceptable to both. Voluntary concilia¬ 
tion eliminates the necessity for enforcement of sanctions 
and makes for greater stability of the settlement agreed on. 
It may, however, be contended that State interference in 
industrial disputes is only logical in that the State which has 
laid down conditions of work for the protection of the work¬ 
ers and interfered in industry in countless other ways, seeks 
also to minimise industrial wastage by ruling out strikes; 
the answer is, that while this position is absolutely justifiable 
in theory, it has been an unequivocal failure in practice. It 
has, also, to be remembered that voluntary conciliation has 
its own limitations: for its proper functioning, sound orga¬ 
nisation of workers and employers is a necessary condition. 
Future legislation in India has to take this aspect of the 
question into consideration. 

Before the Trade Disputes Act of 1929 the only official 
body for the arbitration and conciliation of trade disputes 
in India was a solitary Conciliation Panel in Bengal. The 
Employers’ and workmen’s (Disputes) Act of 1860 was 
restricted to railway and public works and dealt only with 
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individuals. It did not seek to provide any machinery for 
the settlement of disputes in other trades or industries. In 
the same year and in 1861 this Act was extended to various 
districts in the Bombay Presidency and in 1873 to Sind. 
This Act was repealed in 1932 and there are no records to 
show the extent of its effectiveness while it was on the Statute 
Book. In 1919 and 1920 violent industrial disputes occur¬ 
red in various parts of the country. In 1921 and ’22 the 
Governments of Bengal and Bombay appointed committees 
to go into the matter; and in 1924 the Government of India 
prepared a Bill based on the Bombay recommendations. 
But it was only in 1929 that the Trade Disputes Act was 
actually passed. This Act is applicable for a period of five 
years. In the provinces too legislation on this subject has 
either been effected or attempted. Being most vitally inter¬ 
ested in large scale industry Bombay passed the Trade 
Disputes Conciliation Act in 1934. In the first instance it 
applied only to the textile industry in and around Bombay 
City. The Act provides for the appointment of a Govern¬ 
ment Labour Officer and the creation of a Board of Con¬ 
ciliation, The Officer is meant to guard the interests of 
labour and promote good relations with ihe employers. He 
has the powers of a Civil Court and he is the ex-officio head 
of the Board of Conciliation. Obstruction to the Board’s 
work is punishable with imprisonment up to 6 months though 
picketing to continue the strike is not penalised. Similar 
legislation has been attempted in other provinces. In 
Madras the Minister of Industries circulated a memorandum 
for eliciting public opinion in regard to legislation of the 
same kind. 

I shall confine myself in this paper to an examination 
of the main provisions of the Trade Disputes Act of 1929 
(Act No. VII of 1929) of the Central Government. This 
Act empowers the provincial governments or the Central 
Government to refer any matters connected with a dispute 
existing or apprehended to a Court of Inquiry or a Board of 
Conciliation. If a majority in each of the parties so desire 
it, the Government may appoint a Court of Inquiry or a 
Conciliation Board which ever is desired. The Court may 
consist of one or more persons unconnected with the dispute, 
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may hold sittings in public or in camera and may issue 
interim reports and a final report. A Board of Conciliation 
may consist of 1, 3, or 5 persons including an equal number 
of representatives of the parties. It is the Board’s duty to 
bring about an amicable settlement as early as possible. If 
a settlement is arrived at in the course of its work the Board 
must send to the proper authority a copy of the settlement 
duly signed by the parties and a report of the activities of 
the Board. Even if no agreement is reached a clearly 
worded written report must be sent recounting the steps taken 
by them to effect a settlement along with their recommenda¬ 
tions for bringing the dispute to a settlement. The Courts 
and Boards under this Act are invested with all the powers 
of Civil Courts for enforcing the attendance of persons and 
their examination on oath, for compelling the production of 
documents and material objects and for issuing commissions 
for examining witnesses and for such connected things. The 
Act also provides for the interim reconstitution of a Court 
or Board if that becomes necessary. All the members of the 
Court or Board have to sign the written report but they may 
append minority reports. These reports have to be pub¬ 
lished by the Government but they may use their discretion 
in the matter of publishing individual evidences. Informa¬ 
tion given to the Board or Court, if otherwise not available 
to the public, may be published only with the consent of the 
parties concerned. Unauthorised publication of confiden¬ 
tial information is penalised. The Act also provides for the 
representation of the parties by legal practitioners before 
the Courts or Boards. 

The Act makes special provision in regard to public 
utility services, especially the Railways. It penalises strikes 
and lock-outs without 14 days’ previous notice when the 
strike is in breach of a definite contract between workmen 
and employer. A strike or lock-out is illegal if it is not 
concerned with a dispute within the trade or industry or if 
it is designed to cause prolonged public hardship or to coerce 
the Government. Financial aid to illegal strikes or lock¬ 
outs is also penalised. Punishment is also provided for 
incitement or instigation of illegal strikes. For prosecu¬ 
tion under this Act previous sanction of Government is 
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necessary; cases in connection with this can be tried only by 
a Presidency or First Class Magistrate. Provision is also 
made for the protection of persons refusing to take part in 
illegal strikes or lock-outs. In regard to centrally controlled 
industries, business and undertakings the Governor-General 
is given powers to make rules regarding the powers of the 
Courts and Boards, the allowances to their members and 
establishments and other connected matters. Similar power 
is also given to Provincial Governors in respect of other 
industries, etc., in their respective provinces. 

This Act has many defects. Till very recently this Act 
was very sparingly used by the Central Government as well 
as by the Provincial Governments. In Madras after the 
advent of the Congress Ministry, the Minister of Labour 
appointed a number of Courts of Inquiry to investigate into 
apprehended disputes. This Act was carefully scrutinised 
by the Royal Commission on Labour who have made many 
valuable suggestions for the improvement of the Act. 

A year before the Act was due to expire, in May, 1933, 
the Central Government invited the opinions of the Provin¬ 
cial Governments as to whether the Act of 1929 ought to be 
made permanent and if so what amendments were desirable. 
Besides, the Central Government wanted to know whether any 
statutory provision should be made for appointing Concilia¬ 
tion Officers and provincial Industrial Courts, the latter being 
modelled on the British Industrial Courts. They invited 
opinion also on the prohibition of strikes and loclji;-outs while 
proceedings are pending in a court of enquiry or Board of 
Conciliation, on making the awards of Boards of Concilia¬ 
tion mandatory on the parties and on penalising picketing 
at all times or during the pendancy of proceedings before 
a Court of Enquiry or a Board of Conciliation. In 1934 
the Government of India converted the Act of 1929 into a 
permanent measure. 

It would be good if the following points are taken into 
consideration in any future legislation on the subject: 
Every provincial minister must have a certain number of 
trained conciliators and mediators to assist him. When 
there is a dispute, actual or apprehended, he must send one 
to the spot. The conciliator must persuade the parties to 
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use the voluntary conciliation machinery existing in the 
industry concerned so that a peaceful solution may be secur¬ 
ed. In the absence of such machinery he must use his 
influence to bring the parties together so that they might hit 
upon a solution. If he fails he must promptly report to the 
minister who must have the power to appoint a Court of 
Inquiry immediately. Such a court will collect all the rele¬ 
vant data and find out exactly the points at dispute. In 
every case the report must be published and rendered easily 
available to the public. The publication of the report will 
not only clarify the points at issue but will also serve to 
educate the general public on the question and concentrate 
public opinion on the measures needed. After the report 
is published either of the parties must have the right to 
request the minister to appoint a Board of Conciliation. 
Over and above all these there must be in each province a 
permanent Industrial Court for review work. As in the 
Canadian Industrial Act of 1907 it must also be provided 
that the status quo should be maintained during the pendency 
of the proceedings of the Court of Inquiry. This does not 
affect the right to strike or lock-out but merely serves to clari¬ 
fy the issues at stake; these weapons of industrial warfare 
are only suspended and may be used after the Court of 
Inquiry has finished its labours. 

Before concluding, I wish to reiterate that voluntary 
conciliation is infinitely better than compulsory arbitration. 
For the proper functioning of this machinery the Minister 
of Labour and Industries must use all his influence for estab¬ 
lishing Woikshop Committees, Industrial Councils and other 
forms of voluntary Conciliation Machinery so that both the 
parties in the industry may be able to understand and appre¬ 
ciate the other man’s point of view. Very often experience 
proves that stubborn and protracted disputes between 
individuals have yielded before the personal touch, mis¬ 
understandings have vanished magically and understanding 
and amity have resulted. So too in industry the brutal and 
wasteful weapons of strike and lock-out may be abolished 
if time and opportunity are given for mutual contact and 
friendly discussion so that the finer side of human nature 
may be brought into play. Personal contact and complete 
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understanding must inevitably lead to a policy of mutual 
co-operation between the different limbs of the same organ¬ 
ism of production resulting in the contentment of the worker 
and stability of the industry and the greater good of the 
State and the community which they are meant to serve. 
The triumphs of peace and persuasion are slow but sure; 
they are steadfast as granite though not quick and specta¬ 
cular like the passing victories of power and force. 


F. 10 




INDUSTRIAL DISPUTES AND LEGISLATION 


BY 

P. S. Lokanathan, M.A., D.Sc. (Econ.) 

The year 1929 marked a turning point in the history 
of industrial disputes in India. From that date there has 
been a steady decline in the unmber of strikes and lock-outs 
until in 1932 the number fell to 118 affecting only 128,000 
workers and resulting in a loss of under 2 million working 
days. In 1935 the number of working days lost was under 
1 million and the workers involved in the dispute were only 
about 114,000. These figures are in striking contrast to 
those of the 8 years ending with 1928 when the number of 
disputes was as many as 200 annually involving about 
350,000 workers and resulting in an annual loss of over 120 
million days. 

There were special reasons for this decline in industrial 
disputes in the years following 1929. The reaction from 
the previous hectic activity of 1928 and 1929, the appalling 
mistake and the complete collapse of the general strike in 
the Bombay textile mills and the split in the ranks of the 
trade union movement had disheartened the workers. There 
was also a marked reduction in the activities of extremist 
leaders, some of whom were sent to jail. The appoint¬ 
ment of the Royal Commission on Labour raised hopes in 
the workers which were partially realised in the years 
following the Commission’s report when government were 
active in enacting new labour laws or modifying existing 
ones on lines most beneficial to the workers. Above all, 
the decline in disputes must be attributed to the great eco¬ 
nomic depression which deepened as the years went by. 
While it brought about a fall in wages it reduced their cost 
of living still lower, so that actually they were better off. 
The workers realised that by strikes they could not gain 
much, but those who were well organised in unions, e.g.j rail¬ 
way workers, resisted inroads into their wages and standard 
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of living and most of the disputes during this period 
could be traced to the resistance of the workers against a 
cut in their wages or against retrenchment. 

It would, however, be a mistake to think that this decline 
in the number of disputes is any real indication of the exis¬ 
tence of contentment and peace within the industry. Signs 
of acute discontent are evident in most industrial centres 
and strikes continue to be bitter and prolonged whenever they 
occur. Indeed, the problem of industrial relations may be 
said to be the most dominant problem confronting industry at 
the present time, and unless solved on right lines it will un¬ 
doubtedly hamper further industrial development. Consider¬ 
ing the number of industrial workers in India, the prevalence 
of labour disputes should be regarded as abnormal and as 
evidence of a state of affairs which is most unsatisfactory. 
Once again the number of disputes is increasing. With the 
advent of popular governments in Provinces, the hopes of 
the workers have been revived and the revival of prosperity 
in industry has improved the prospects of successful strikes. 

It is a commonplace that prevention is better than cure 
and this applies particularly to industrial disputes which 
after all are only an outward manifestation of discontent, 
disharmony and suspicion that prevail in industry. Strikes 
are but a symptom of a deep-rooted disease and will not 
disappear unless the causes that lead to them are removed. 
This idea has to be reiterated, for it is ignored by those who 
believe that the remedy for strikes could be found wholly in 
legislation and that all that is required is proper and 
stringent legislation to provide against all emergencies. 
Such a view misses the essential nature of the problem which 
is only partly economic but is also psychological. 

The search for remedies must be preceded by analysis 
of the causes of disputes. The published statistics relating 
to the causes of strikes and lock-outs do not reveal the full 
tale. But they serve to indicate that, while wages constitute 
the major cause of disputes, questions affecting the relation 
between workers and management or between workers and 
workers and compendiously termed as Personal rank only 
next in importance as the occasion for disputes. This is a 
point of considerable significance which is not sufficiently 



INDUSTRIAL DISPUTES AND LEGISLATION 


739 


taken note of by employers who often consider that most of 
the disputes are traceable only to political causes or to the 
actions of extremist agitators. As the Royal Commission 
have pointed out ‘‘There has rarely been a strike of any 
importance which has not been due, entirely or largely, to 
economic reasons.” Behind these purely economic factors 
lie other issues which are no less important because they are 
only partly economic. Alleged victimisation, dismissal of 
persons who are active in unions, non-recognition of unions 
and their leaders, the dishonesty and corruption of jobbers 
and other intermediaries—these are the causes of disputes 
in one out of every five that occur. The creation of a 
favourable atmosphere for peace within the industry is 
the only secure foundation on which further work of 
establishing machinery for settlement of disputes can be 
built. 

Legislation for settling industrial dsiputes has not had 
much success so far, because the Indian Trade Disputes Act 
of 1929 was not conceived on right lines, and provides for 
intervention only at a late stage when the dispute is at its 
climax and settlement has already become difficult. It is 
in the earlier stages of dispute that assistance is required so 
as to get the parties together to settle heir diflerences amic¬ 
ably. Conciliation in the real sense of the term was not 
contemplated in the Trade Disputes Act, and this was a 
major defect. Further, even the existing provisions for the 
setting up of Courts of Enquiry and Boards of Conciliation 
were hardly availed of, and during the period 1929 to 1936 
only on five occasions did governments take any action under 
the Trade Disputes Act. Since the advent of provincial 
autonomy, provincial governments have been ready to take 
action under the Act, and indeed there has been more re¬ 
course to the official machinery provided under the Trade 
Disputes Act within the last two years than in all the previous 
eight years put together. Courts of Enquiry and Boards 
of Conciliation were set up in various provinces, and in 
Madras alone from July, 1937 to October, 1938 five Courts 
of Enquiry were constituted and two Boards of Conciliation 
were formed besides the reference of two disputes to arbitra¬ 
tion. 
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A Step forward was taken when the Bombay Govern¬ 
ment passed the Conciliation Act of 1934 by which provision 
was made for the appointment of a chief conciliator whose 
duty was to bring the two parties together with a view to their 
reaching an amicable settlement. A Labour Officer has been 
appointed under the Act “to watch the interests of work¬ 
men with a view to promote harmonious relation between 
employers and workmen and to take steps to represent the 
grievances of workmen to employers for the purpose of ob¬ 
taining their redress.” The Act has proved to be very use¬ 
ful because of the voluntary co-operation of employers and 
workes and quite a large number of grievances have been 
redressed in an unobtrusive manner, which would otherwise 
have led to serious conflicts. In the three years, 1935, 
1936 and 1937, the Labour Officer heard 3,626 cases 
of which 2^884 were decided in favour of the 
workers. 

So far conciliation even of the type provided for by 
the Bombay Conciliation Act had been voluntary. Actually 
when the Bombay Conciliation Bill was first introduced there 
was provision for compulsory reference of every dispute to 
a preliminary stage of conciliation, but the element of com¬ 
pulsion was removed because it was felt lhat “conciliation to 
be successful must imply the existence of good will. Where 
it is absent, compulsion will do probably more harm than 
good.” 

Such was the prevalent opinion as recently as 1934. 
Even the insistence of a compulsory period of waitng pro¬ 
vided for under the Indian Trade Disputes Act in respect of 
Public utility services was only tolerated on the ground that 
they stood on a different ground and that the safety, health 
and welfare of the community as a whole demanded notice 
of stoppage of work. But criticism was made that “ while 
it restricted the powers of workers in public utility services 
to coerce the employers it gave in return no assurance that 
their grievances will receive a hearing.” The Royal Com¬ 
mission were against the introduction of the principle of 
compulsion by making obligatory the reference of disputes 
to arbitration of any kind. The trend of opinion has 
apparently shifted rapidly since the Congress Governments 



INDUSTRIAL DISPUTES AND LEGISLATION 


741 


came into power, and everywhere legislation is proposed to 
make conciliation obligatory before strikes and lock¬ 
outs are launched. Although Bombay is the only province 
which has passed the Industrial Disputes Act on the lines of 
compulsory conciliation and of making such strikes and 
lock-outs illegal as are in contravention of the provisions 
requiring notice, conciliation, etc., other provinces have 
similar schemes in view. It is, therefore, necessary to con¬ 
sider the Bombay Act in some detail with a view to examin¬ 
ing its soundness and utility. 

The aim of the Bombay Act of 1938 is both to 
provide the conditions necessary for securing peaceful settle¬ 
ments of differences in industry and also to prevent strikes 
and lock-outs. These objects are sought to be attained by 
the provision that no reduction in wages or other conditions 
of employment to the disadvantage of the workers can take 
efE^ect till proper notice is given and sufficient time and op¬ 
portunity are allowed for the facts to be examined through 
the channel of negotiation or conciliation or arbitration. If 
an agreement is not reached between the parties during the 
period of notice, then the difference will have to be compul¬ 
sorily communicated to the conciliator who will try to bring 
about conciliation. There will be one conciliator for each 
local area. If the conciliator fails to bring about a settle¬ 
ment, he will make a report to the Provincial Government. 
The Government may, if they like, and must at the parties’ 
request appoint a conciliation board which should try to 
bring about a settlement within a period of two months. 
Until the whole of this machinery completes its roimd, no 
strike or lockout is to be allowed. Abitration where both 
parties so desire is also provided for, and an Industrial 
Court is set up not only to deal with all disputes referred to 
it but also to serve as an appellant authority from the order 
of the Registrar of Trade Unions and the decisions of the 
Commissioner of Labour who will be the Chief Conciliator 
under the Act. All strikes and lock-outs are illegal which 
take place during the pendency of conciliation or arbitration 
or without proper notice to the parties concerned, and 
persons participating therein are punishable with fines and 
imprisonment. Strikes are also illegal if they are in 
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violation of any agreements which have been registered by 
the parties and during the pendency of such agreements. 

The workers are to have in future a voice in the deter¬ 
mination of the conditions of their work in the factory. A 
constant source of discontent arose from the absence of, or 
arbitrary changes in, the code of factory rules and standing 
orders concerning working arrangements, leave, conditions 
of service, etc. Variations were made in existing practices 
without giving any notice to the workers. Again victimisa¬ 
tion of workers who were actively connected with trade 
unions was another constant source of friction. Although 
no legislation can completely put down victimisation the Act 
by prohibiting victimisation and empowering those who 
have a grievance to have recourse to the conciliator affords 
some security to the workers. 

In order to facilitate the procedure for compulsory con¬ 
ciliation, a somewhat complicated scheme of registering trade 
unions has been set up under the Act. Unions which will be 
registered by the Registrar of trade unions will be of three 
classes—the recognised union, the qualified union and the 
representative union. Where in any local centre there is no 
registered union at all, the workers are to be allowed to 
choose live representatives from among themselves to repre¬ 
sent their case. The Act follows the principle that only one 
union should be registered for one local area, and where 
more than one exist, it is open to the union with a larger 
membership to get the Registrar of Trade Unions to cancel 
the registration of the smaller union. 

In the opinion of the writer this aspect of the Bombay 
legislation deserves to be condemned. The convenience to 
government so as to enable them to set up legal machinery 
for settling disputes has led to his decision. The Bombay 
Government have chosen to take upon themselves the task 
of deciding as between several unions which one should be 
allowed to be registered by the Registrar. The Principle is 
that registration is to be given only to that union which has 
for a period of six months preceding the application a 
larger membership than the others. Even if there be a union 
having more than 5% membership of the workers engaged 
in an industry in a local area and that union has been 
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recognised by the employers, it would still be possible for 
another union with 25% membership to come and remove 
the old existing recognised union, merely because of its 
larger size. 

The view that only one union should be allowed to re¬ 
present the workers in a local centre, however convenient it 
may be from the point of view of establishing joint machin¬ 
ery for settlement of disputes, is wholly to be deplored, as 
it implies a regimentation of workers in a single union. 
Merely with a view to getting a collective decision it is un¬ 
wise to force workers into an organisation on a single pat¬ 
tern. Further, in no country has it been understood either 
tliat the employer must recognise the claim of a union to 
speak for any who are not members of it or that those who 
do not belong to any union cannot represent their case and 
seek a settlement of the issues. The existence in a locality 
of two or three unions in an industry is no adequate reason 
why all should not be recognised by Government or the em¬ 
ployers for purpose of conciliation. On the whole it must 
be said that the Bombay Act has complicated the machinery 
for industrial conciliation by introducing into it features 
which are wholly unnecessary and perhaps likely to be in¬ 
jurious to trade union development. 

Again the Act has missed one aspect of industrial rela¬ 
tions by virtually ignoring it. Throughout, the basic idea 
has been the introduction of collective bargaining between 
the whole body of employers in a local centre and the whole 
group of organised workers in that area. The value of set¬ 
tlement within the single industrial unit has been ignored. 
The creation of an atmosphere favourable to peace and un¬ 
favourable to disputes can only be created by day-to-day 
contact between the management and the workers within each 
factory. As the Royal Commission on Labour have pointed 
out: No machinery of a more comprehensive or external 

character can hope to repair the loss which arises from the 
absence of a proper understanding within the factory or 
mine.” The Act does nothing to recognise the value of an 
internal organisation for overcoming the psychological dif¬ 
ficulties that hamper the co-operation of the work-people. 
There is no reference in the Act to the recognition of a Works 
F. 11 



744 


P. S. LOKANATHAN 


Council for each factory which should be the first agency to 
receive all notices of changes in standing orders and rules, 
now sought to be given to the trade union, the conciliator and 
the Registrar. The attempt to develop at each industrial 
centre a conciliation machinery to deal with questions effect¬ 
ing the whole industry and not confined only to one establish¬ 
ment is undoubtedly a good thing; but it should be built 
upon the foundation of vigorous works councils. The im¬ 
pression that is left by the Bombay Industrial Disputes Act 
is that it seeks unduly to force the pace of organisation and 
attempts too much. There is also a danger that minute 
matters of detail may be held up by either party, and the 
heavy artillery of formal conciliation machinery may be 
resorted to for trivial purposes. 

The question of compulsory postponement of strikes, 
unless all the stages of conciliation or arbitration are gone 
through, raises another issue of some importance. Under 
the Indian Trade Disputes Act of 1929 and 1934 only in 
public utility services are strikes sought to be postponed. 
There is no restriction of the right of workers to strike in 
normal competitive industries. The Bombay Act imposes 
the restriction albeit for a short while. It also makes strikes 
illegal when they are resorted to during the duration of an 
agreed settlement, and until it is properly terminated. On 
principle there is nothing to object to in this restriction. 
The only doubt is in respect of its expediency. It is also 
true that compulsory conciliation or arbitration as a method 
of preventing and settling industrial disputes and of post¬ 
poning strikes is spreading over the world. In France by an 
Act of 1936 the voluntary conciliation and arbitration 
machinery was replaced by compulsory conciliation, and all 
disputes must be submitted to conciliation or arbitration. 
Arbitral awards are also binding and not subject to appeal. 
In Bombay where arbitration is asked for by the parties, 
the award is to binding and strikes or lock-outs in contra¬ 
vention of such awards are illegal. 

Despite the apparent logic of prohibition of strikes and 
compulsory enforcement of awards and agreements, one may 
doubt the value and efficacy of such penal provisions. As 
long as the decisions of the Board are acceptable to the 
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workers, the agreements will be adhered to. Similarly the 
awards of the arbitrators will be accepted by the workers if 
they are on the whole just and not too unfavourable to their 
legitimate demands. But when large groups of workers are 
unwilling to accept an award or desire to break an agree¬ 
ment because it has become out-of-date, the fear of punish¬ 
ment will not deter them from embarking on a strike. It is 
impossible to coerce large numbers of workers, and experi¬ 
ence of the working of compulsory arbitration in Australia 
where the public attitude is clearly favourable to compul¬ 
sion only confirms the danger of coercion. 

The public’s desire to prohibit strikes or to compel 
workers to resort to conciliation arises from the natural 
feeling that the State should not merely “ confine itself to the 
holding of the ring while the disputants fight out the differ¬ 
ences,” but should take action to avoid the great economic 
waste, the disorganisation in industry and the injury to the 
workers. The public are also dissatisfied with the way in 
which lightning strikes break out without notice. But penal 
provisions against strikers are not likely to serve the main 
purpose, which is the securing of industrial peace. 

Whatever be the nature of legislation, it has serious 
limitations of its own. Any external machinery created by 
Statutes will not be as useful as internal machinery. Indeed, 
the experience of the working of Courts of Enquiry in 
Madras during the last two years shows the dangers of exter¬ 
nal machinery and the extent to which the satisfaction of the 
workers’ claims depends upon the idiosyncrasies of parti¬ 
cular tribunals. No two courts have the same ideas of what 
is fair and just, and one court allowed extravagant claims 
while another denied even the most reasonable demand be¬ 
cause there was no definite or accepted principle laid down 
for arbitration or for Courts of Enquiry. 

It will, therefore^ be too much to expect legislation to 
solve disputes. Relatively stable peace can only come about 
if there be harmony and goodwill within the industry. 
Welfare work conceived on right lines and administered by 
a committee in which the workers are associated in an or¬ 
ganised manner will be very valuable to this end. The estab¬ 
lishment of a Works Council in each factory composed of 
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representatives of workers and of management which will 
deal with all questions affecting the workers will be a useful 
starting point. There should be no restriction imposed on 
the range of subjects which may be as wide as is desired. The 
success of a works council will depend upon the attitude of 
the employer who should not regard it as a substitute for a 
trade union, thereby creating suspicion and distrust in the 
workers. The appointment of a Labour Officer in each 
factory by the management to look after the interests of the 
workers and act as their advocate is another useful step. 
The arrangements for recruiting workers and dismissing 
them, now left with intermediaries who are notoriously in¬ 
competent and corrupt, should be taken in hand by the 
management, and a proper organisation should be created 
for such purposes. All matters of ‘‘ personal ” should be 
specially dealt with by the management in association with 
the works committee. 

Above all industrial peace depends upon the develop¬ 
ment of sound and stable unions animated by a desire to 
explore all peaceful methods of settling the differences, and 
upon the establishment of voluntary negotiating machinery 
at each local centre within the industry. In England in most 
of the major industries working conditions are normally 
settled by the parties themselves on a national scale. There 
is always provision for arbitration. Similarly in India 
voluntary conciliation with provision for arbitration will 
yield the most faithful results. It is the absence of this 
internal arrangement that is responsible for the breaking 
out of lightning and irresponsible strikes in India and 
for the lack of any clear and definite statement of the 
grievances. 

Governments can do a great deal not so much by pass¬ 
ing a number of legislative measures as by (a) creating a 
department for the collection of useful statistical material 
regarding industrial conditions, and (b) by the appointment 
of permanent officers who will act as liaison between workers 
and management and also as conciliators in cases where 
private negotiating machinery is not adequate or where their 
intervention would be psychologically at the right moment. 
Government should also be ready to appoint Boards of 
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Conciliation if the parties desire, and at their own instance 
whenever necessary. 

Compulsory conciliation and prohibition of strikes 
during conciliation which seem to be the guiding principles 
of legislation in provinces in India are not by themselves 
objectionable. But the Bombay Act pins its faith too much 
on its penal provisions whereas they seem to be the weakest 
point of the Act. Forcing the pace of organisation or com¬ 
pulsory peace within industry may apparently succeed for 
some time; but genuine industrial peace cannot be secured 
unless the conditions that bring about disputes are removed 
by various ameliorative measures, e.g., social insurance, and 
by effective administration of factory laws, and unless also 
the workers and employers are animated by a genuine desire 
to search for peaceful methods of settling all differences. 




THE SCOPE OF ECONOMICS—ECONOMICS 
AND PRACTICE 


BY 

G. D. Karwal 
University of Allahabad. 

One question that more than any other concerns the 
scope of economics is its relation to practice. Is economics 
a science or an art?^ Does it deal with what is or what 
ought to be? That is, is its function to simply describe 
matters of fact or also to pass judgments on their value and 
treat of the methods of reaching given ends? 

This question has been in the front of economic 
discussions from about the beginning of the nineteenth 
century. Previous to that date it offered no difficulties. 
The Canonists and the Mercantilists regarded economics as 
an art, pure and simple. Its object was to solve practical 
problems. The Physiocrats and Adam Smith who founded 
it as a science, the latter much more truly than the former, 
looked at it as having a normative function also. It was to 
concern itself not only with the discovery of general 
principles or laws of its own but also with the achievement 
of particular ends. With the Physiocrats the natural order 
was the one that had to be realized and an enlightened 
statesmanship alone could realize it. And Adam Smith 
wrote, “The great object of the political economy of every 
country is to increase the riches and powers of that 
country.”^ 


^ J. N. Keynes points out that the distinction is thrw-fol4 
rather than two-fold. There is (1) a positive science which in¬ 
vestigates what is, (2) a normative science which determines what 
ought to be or ideals, and (3) an art which discusses methods of 
reaching the ideal or a given end. The Scope and Method of 
Political Economy, pp. 34-35. 

® Wealth of Nations, Book 11, Chapter 5, Vol. I, p. 351. 
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In the nineteenth century, however, the question began 
to agitate the mind of economists. A great controversy has 
since then been raging over it and has not come to an end in 
our own times. Different schools of economic thought have 
given different answers to the question. Let us go over 
them. 

The classical economists viewed economics as a science 
and not an art. Its purpose was to study the phenomena of 
wealth with a view to establishing uniformities—relations of 
co-existence and sequence—and not to say whether what it 
dealt with was right or wrong. All the economists of the 
schooD from Ricardo down to Cairnes—the last of them— 
made this as clear as possible. Economics, they said, was 
simply the study of the nature of wealth and the laws of its 
production and distribution. J. B. Say’s words alone may 
be noted. He wrote, ‘‘What we owe to the public is to tell 
them how and why such and such a fact is the consequence 
of another. Whether the conclusion he welcomed or reject¬ 
ed, it is enough that the economist should have demonstrated 
its causes; but he must give no advice.”^ 

The marginal utility theorists'^ proceeded along the 
lines laid down by the classical economists. If anything, 
the divorce between their economics and practical problems 
became much more marked than it was so with the economics 
of the classicists because they resorted to mere abstractions 
and therefore their theory stood at a greater distance from 
reality than was llie tlieory of the classicists and hence could 
not serve much practical purpose. In their hands economics 
assumed its modern character of being an abstract theory 

^ Senior, Mill and others. Mill’s Principles represents the 
final synthesis of classical theory. 

^ Correspondence with Mallhus quoted by Gide and Rist, 
History of Economic Doctrines^ p. 110. 

® The marginal utility theorists and the classical economists 
are discussed together in the paper because of the similarity of 
their views and the reasons for those views and not because they 
appeared which they did not, at the same time. As is well known 
the classical school took its birth with the publication of the 
Wealth of Nations in 1776 and the marginal utility school ap¬ 
peared about 1870 
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of catallactic 3 . It became wholly the study of the laws of 
exchange. Barbara Wootton designates it as “the study of 
market processes,” that is, “the mutual relations of demand, 
supply and price (or value).”** 

This view of the aim of economics has been accepted 
tacitly or openly by the marginal utility theorists of all 
complexions from the appearance of the school about 1870 
to our own day. The Clarkian and Robbinsian phases of 
it emphasise it in no uncertain terms. We may note only 
what Robbins says. He defines economics as the study that 
treats of “the forms assumed by human behaviour in the 
disposal of scarce means’’^ between alternative ends. The 
means and the ends, he makes clear, are to be taken as 
ultimate data. Economics stands entirely neutral between 
them. “The ends,” he says, “may be noble or they may 
be base. They may be ‘materiar or immaterial’—if 
ends can be so described. But if the attainment of one set 
of ends involves the sacrifice of others, then it has an eco¬ 
nomic aspect,”** and concludes, “Economics, then, is in no 
way to be considered as we consider Ethics and .^^sthetics 
as being concerned with ends.”® 

It must, however, be noted that although both the 
classical economists and the marginal utility theorists 
conceived economics as being a vscience not having anything 
to do with the solution of practical problems or the merits 
and demerits of economic processes and data yet they did 
not debar economists from having their say in this regard if 
they were inclined to indulge in the hobby. They permitted 
economists to do that but only in their private and not pro¬ 
fessional capacity. What they had to say was to be regard¬ 
ed as their personal opinions, not carrying the authority of 

® Babara Woottofn. Lament for Economics, p. 37. With the 
classicists also it was the study of exchanges but the basis of their 
theory was objective as opposed to the subjective basis of the 
marginal utility school. 

Robbins, Essay on the Nature and Significance of Economic 
Science, p. 16. 

® Ibid., p. p. 24-25. 

« Ibid., p. 31. 

P. 12 
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economic science. This means that they considered the 
formulation of ends and the art of economics as absolutely 
separate from the science of economics. 

The nationalists^® and the socialists'^ of all shades of 
opinion dissented from the views held by the followers of 
the above two schools. With them economics became more 
an art than a science. The practical problems that confront 
statesmen were, they said, its subject-matter proper and their 
solution was the only reason for its existence. They describ¬ 
ed it as the study of well-being rather than of wealth. The 
well-being, however, that the nationalists thought of was in 
terms of the nation and it was to be achieved by augment¬ 
ing national production through the creation of ‘^productive 
powers.”^^ And the well-being that the socialists had in 
view was in terms of the people as a whole and it was to be 
brought about by an equitable distribution of wealth.^® 

The neo-classical school founded by the late Professor 
Marshall at Cambridge and now represented by his pupil 

Adam Muller, Frederick List and Henry Carey belong to 
the early 19th century. The national socialists are of our own 
times. 

Utopians, associationists or revolutionary socialists. The 
former appeared in the first half of the 19th century, the latter in 
the second half of that century. Marx’s Capital was published 
in 1867. 

List says “ The mission of political economy is to furnish 
the economical education of a nation and to prepare it to take 
its place in the universal association of the future.” He regards 
the creation of ‘ productive powers ’ as of more importance than 
the increase of ‘exchange values,’ “A statesman,” he says, “will 
know and must know how the productive powers of a nation can 
be awakened, increased and protected, and how, on the other hand, 
they are weakened, laid to sleep or utterly destroyed.” National 
System of Political Economy^ p. 203. 

Sismondi said that the classical economists had taught how 
to increase wealth: he would teach how to increase hapoiness. He 
talks of the exploitation of labourers by capitalists. At one point 
the word “ spoliation ” is used. Haney, History of Economic 
Thouc^ht. pp. 803 and 311. The whole of the Marxian economics 
is an attack on capitalism and a plea for the establishment of a 
new social order by its abolition which will secure fustice to the 
proletariat, 
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Professor Pigou steers a middle course between the two 
extreme views noted above. For the adherents of this school, 
economics is a science but it is permitted to take note of the 
higher aims of life. This, however, is to be only up to the 
point where the advantages of definiteness and precision 
which it enjoys over the other social sciences owing to the 
measurability of economic motives, remain intact.^^ 
Marshall defines it as “the study of mankind in the ordinary 
business of life,” examining “that part of individual and 
social action which is more closely connected with the attain¬ 
ment and with the use of the material requisites of well¬ 
being.”^® Its functions, according to him, are, “firstly to 
acquire knowledge for its own sake, and secondly to throw 
light on practical issues’”'* or in other words “to obtain 
guidance in the practical conduct of life and especially of 
social life.’”’ “The practical issues,” he tells us, “though 
lying for the greater part outside the range of economic 
science, yet supply a chief motive in the background for the 
economist.”^® But in giving guidance as to them, the 
science “shuns many political issues which the practical man 
cannot ignore: it is, therefore, a science, pure and applied, 
rather than a science and an art.’”® 

In order to properly appreciate these views of the 
different schools of economic thought"® we should examine 
the reasons that actuated them to hold those views. 

See Marshall, Principles of Economics, p. 75. 

/6id., p. 1. 

‘8/hui., p. 114. 

” Ibid., p. 117. 

Ibid., p. 115. 
p. 117. 

No mention has been made here of the historical school 
which reigned supreme in Germany during the period 1843—1883. 
The reason is that its adherents were not at all concerned with 
the problem of the relation of economics to practice till the end 
of the 19th century. From about the beginning of the present 
century German economists have been discussing that question but 
there is no agreement smong them on the issue. Some are in 
favour of assigning a normative function to economics: others 
oppose it. See Theo Suranyi Unger —Economics in the Twentieth 
Century, pp. 49—^55. 
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Both the classical economists and the marginal utility 
theorists wanted economics to develop as a science on tl^ 
analogy of the natural sciences. Those sciences described 
phenomena in the realm of nature and investigated the natur¬ 
al laws that govern them. They had no normative purpose. 
The economists of both the schools wanted economics to do 
the same in regard to economic phenomena. The human 
mind longs for certainty and seeks to systematize and crys¬ 
tallize knowledge in a body of fixed principles. They, there¬ 
fore, assigned to it the function of describing economic 
phenomena and determining the ‘natural’ laws that rule 
them and put the discussion of practical problems outside 
its scope. They also reasoned that those problems were 
usually complex and their solution required a knowledge of 
economics, certainly, but it required also a knowledge of the 
other social sciences. It further needed consideration of 
questions of expediency and not unoften of local and 
temporary matters. All this was extraneous to economics 
and therefore no concern of it. If it was to trouble itself 
about that, time and energy would be diverted in that direc¬ 
tion and the right development of economics would suffer. 
It had better, consequently, leave those problems alone. But 
as the liberty of the individual economists who wished to 
express an opinion on them could not be fettered they were 
allowed to say what they chose in regard to them but only 
in their private and not professional capacity. 

It might be noted, by the way, that so far as the classical 
economists were concerned, there was no need for their eco¬ 
nomics to have any normative function assigned to it. It 
was a rationalization of the individualistic capitalistic system 
which came into being at the seune time as classicism—about 
1776“’—and which solved the problems of the time thorough¬ 
ly satisfactorily. The chief problem then was that of increas¬ 
ing production and capitalism solved it, it is admitted on 
all hands, very well indeed. Which means, that the object 
that the statesman wanted to achieve was served by the classi¬ 
cal theory in actual practice. 

The year in which Adam Smth’s If'eaUh of Nations was 
published. 
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This, however, cannot be said of the economics of the 
marginal utility theorists. It could not solve the problems 
of its age because, on the one hand, it was prohibited from 
having anything to do with practical issues and, on the other 
hand, it was not based on the realities of the economic situa¬ 
tion—it was not a rationalization of them. So neither in 
theory nor in practice did their economics have a normative 
purpose. 

The nationalists and the socialists held the view that 
economics should be an art rather than a science. They 
did so because they found themselves face to face with 
problems that cried for solution. The working of the capi¬ 
talistic system without let or hindrance did not turn out to 
be an unmixed blessing in the international sphere as well 
as in the sphere of inter-class relationships. In the inter¬ 
national sphere the reign of the ‘invisible hand’ of compe¬ 
tition enabled those nations which stepped into the industrial 
field first to rise to the top of prosperity while it kept those 
that lagged behind at the bottom. The latter could also come 
up to the level of the former. The nationalists wanted them 
to reach that height. Their national system of political 
economy was designed to suggest ways and means of doing 
that. Similarly, in the sphere of inter-class relations the 
rule of ‘every man for himself and the devil take the hind¬ 
most’ produced glaring inequalities. It brought about a 
ilivision of society into two distinct groups of unequal 
f^trength—the capitalists and the labourers. The latter were 
dependent upon the former and were exploited by them. 
The socialists wanted the inequalities and the dependence 
and exploitation to disappear. Their socialistic political 
economy was aimed at showing how that could be 
effected. 

The neo-classicists viewed economics as a science, pure 
and applied, and not an art. The reason is this. By the 
time they appeared upon the scene economics had come to 
be regarded by its votaries, at any rate, as a science analog¬ 
ous to the natural sciences. But it had not y)roved of much 
use in directing the practical affairs of life nor had it even 
theoretical normative qualities. It was criticised for its 
uselessness. The neo-classicists were anxious that while 
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retaining its scientific character^® it should be productive of 
fruit—^be able to give counsel, influence policy and further 
the higher ends of life. They, therefore, extended its ob¬ 
jects and called it a pure and applied science, but did not 
go the length of regarding it an art. 

We have seen the views of the different schools on the 
relation of economics to practical problems. We have also 
seen the reasons for those views. We find that there is no 
unanimity of opinion among them on the issue. Those who 
wish to have economics as a science of the type of the natural 
sciences hold that it should not function as an art; whereas 
those who find defects in the economic system or situation 
with which it deals say that it should perform that function, 
that is, help remove those defects or solve the practical 
problems of society. 

The question now is. What is the proper altitude to 
take? Without troubling about whether this school was in 
the right or that, 1 might say that 1 am firmly of the opinion 
that economics should serve both as a science and an art; it 
should deal with ‘what is’ as well as with ‘what ought to be.’ 
It should deal with ‘what is’ in order to afford knowledge 
of its working. And it should deal with ‘what ought to be’ 
to serve as an objective at which it should aim. Every 
.science is related to some sphere of human interest. The 
ultimate object of its study is to advance that interest. A 
purely descriptive science is not of much earthly avail to 
society and if the description it gives is abstract the use is 
much less indeed; it serves as a mental exercise only. The 
need for an objective for economics is very great. Its lack 
has led to economic theory becoming more and more abstract. 
The substratum of facts on which it is reared is very slender 
indeed: the gap between it and reality yawns wide. The 
result is that although laws have been established which are 
said to be of permanent validity, yet their applicability is 
limited to a very narrow range of social activity and that 

It might be pointed out that they brought the science 
nearer to reality by resort to more realistic po.stulates. But as 
this aspect of economics does not concern this paper it is not 
considered in it except very incidentally. 
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too not everywhere. As they do not explain ^ what is ’ they 
cannot throw light on Vhat will be/ what to say of on Vhat 
ought to be.’ If economics had had an objective to strive 
for it would not have developed on such abstract lines. It 
would have kept itself within the boundary walls of the 
actuality and the objective. It would then have not only 
explained " what is ’ truly but would have helped to better the 
lot of mankind. 

But what should be the final objective of economics? 
On this sober inquiries need to be made. There are, how¬ 
ever, already in the field certain suggestions about it. Two 
of these may be mentioned. One is the ‘ maximum produc¬ 
tivity ’ and the other is ‘ general welfare.’^® ^ General wel¬ 
fare ’ as the goal of economics seems to be more suitable 
for adoption. It implies not only maximum production, 
but also proper distribution, of wealth. General welfare 
is advanced when both go side by side. 

In addition to concerning itself with the final goal that 
it should aim at reaching, economics should interest itself 
in the practical problems that await solution in every country. 
This should be its immediate objective. It is true that 
practical problems are complex and require for their solu¬ 
tion consideration of many viewpoints other than the econo¬ 
mic. But that is no reason why the economists should have 
nothing to do with them as economists and make what pro¬ 
nouncements they wish to on them in their private capacity. 
They cannot shut themselves up in a water-tight compart¬ 
ment and say that they would lend a helping hand only if 
and when the issues involved are purely economic in charac¬ 
ter. The economic issues cannot be isolated from the other 
issues except in very few cases; in many cases they are 
intricately mixed up with the latter and in some even 
dominated by them. It, therefore, behoves the economists 
that they should study the situation as a whole as far as 


Werner Soniharl suggested ‘ maximum productivity ’ as the 
goal of economics, but rejected it in 1908. Harold Moulton sug¬ 
gests ‘ the maximum production of goods and services.” Eugen 
V. Philippovich and A. C. Pigou suggest ‘general welfare;’ the 
former takes it to mean ‘ the general welfare of the people ’ 
and the latter ‘ the general welfare of the greatest number.’ 
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possible; they should take note of the other considerations 
and making proper allowance for them state what economics 
has to say about it with full authority of the science. 
The private capacity of the economists cannot be and will 
not be distinguished from their professional capacity, at any 
rate, by the lay public and whatever they say on particular 
issues will be regarded as carrying the authority of econo¬ 
mics. It will be good, therefore, that the useless talk about 
‘ private ’ and " professional ’ capacity be stopped. Of 
course, if economics is incapable of lending its authority 
which means it is unable to help, then it is different. But 
in that case the science will not be worth much. The thing 
is that the study of economics has been carried on wrong 
lines—wrong so far as service of society is concerned. 
Such a study, if necessary at all, can wait. The needs of 
the situation should be attended to first: they are more 
urgent than speculative gymnastics. The study should be 
conducted with a view to serving the interests of society. 
Marshall’s word in this connection need to be quoted. 
When describing the functions of economics as firstly to 
gain knowledge for its own sake and secondly to give gui¬ 
dance in the practical conduct of life, he says, “ The need 
for such guidance was never so urgent as now; a later 
generation may have more leisure than we for researches 
that throw light on obscure points in abstract speculation, or 
in the history of past times, but do not afford immediate aid 
in present difficulties.”^^ 

If it is granted that economics should concern itself 
with a directing end both immediate and ultimate, then it 
will have to be accepted that it should give up its attitude 
of neutrality towards its ultimate data. Both the means 
and the ends that constitute those data are of vital importance 
to the furtherance of its objective. Tf they are of the right 
type they will advance it, otherwise retard it. Economics 
must needs take note of their merits and demerits; and if 
it finds that they are not what is desirable it should suggest 
that the undesirable be replaced by the desirable. 


24 Marshall, Principles of Economics, p. 117. 
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I might say that to think of having economics as a 
science on the pattern of the natural sciences is futile for 
there is a basic difference between the Vhat is’ of eco¬ 
nomics and the ‘what is’ of the natural sciences. The 
former is mostly subject to change; the latter is of practically 
a permanent character. The laws, therefore, that can be 
established in regard to the former cannot be of permanent 
verity; their validity can be relative only.^'^ But the laws 
that are discovered as ruling in relation to the latter are 
permanent ‘natural’ laws. Then, the former is generally 
controllable, whereas the latter is not. Therefore the 
question of ‘what ought to be’ can have reference only to 
the former and not to the latter. 

According to what I have reasoned, economics should 
be the study of all the forces, factors and conditions that 
make for the general welfare of the people and not of the 
‘market processes’ simply which it has become. 


The relativity of economic doctrines is now almost univer¬ 
sally accepted. Seligman says to the effect, “ Every age has had 
its economic science; it is only modern economics that is a modern 
science.” See his Principles of Economics^ p. 109. Of course, we 
can have an economic science with permanent laws if we take very 
elementary generalization from life, but then it would not have 
any great realistic basis as the natural scfenpea have, 

P. 13 




ON MARSHALL’S STATICS & DYNAMICS 
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Parimal Roy, M.A. 

University of Dacca. 

In discussing the statical theory of equilibrium Marshall 
begins by assuming a position in which the forces of demand 
and supply have free play. This implies assumptions such 
as the following; each buyer or seller acts for himself, there 
being no combination either between the buyers or between 
the sellers; buyers compete with buyers and sellers with sel¬ 
lers, and the competition is of such a magnitude that there 
is only one price in the market at one and the same time; 
the demand conditions are not affected by any change in 
fashion or taste or by the appearance of a new substitute or 
a new market, nor is the supply disturbed by the invention 
of a new technique of production or a new economy. 

It is also supposed that the supplies of technically 
variable agents are free to vary. This means that the two 
factors of production, labour and capital, have a flexible 
supply. They are stored up in an imaginary social reservoir, 
and such quantities of them are drawn out of it as lie in the 
power of the entrepreneurs in view of the relative demand 
for their goods in the market. Land, however, is assumed 
to occupy a different position altogether, firstly because the 
total amount of land is, from the social point of view, 
entirely fixed> and secondly because no price has, therefore, 
to be paid for keeping up its supply. In case of the other 
two factors their supplies depend upon their price. 

With respect to the commodity under investigation two 
other assumptions are again made. Its demand curve is 
downward-sloping and its supply curve is upward-rising. 
The negative inclination of the demand curve is merely a 
manifestation of the Law of Demand and needs no further 
explanation here. But the upward slope of the supply 
curve cannot so easily be explained. Indeed, as we shall 
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see later on, it is capable of different interpretations under 
different contexts. It need not detain us here, although it 
seems necessary to add that as a tool for the attainment of 
an ultimate position of rest, its positive inclination is indica¬ 
tive of technical resistances which increase the supply price 
of the commodity as the volume of production is extended. 

All these assumptions are then shown to lead up to a 
position of stable equilibrium in which the demand price 
being equal to the supply price, the amount of the com¬ 
modity produced has no tendency either to be increased or 
to be diminished. Given perfect knowledge, this equilibri¬ 
um—or ‘ stationary state,’ as Marshall calls it^—is attained 
without any difficulty. The same ‘ stationariness ’ is also 
attained in respect of every other commodity, so that in the 
end relative prices of all goods are adjusted to their scarcity 
in relation to demand and all the factors of production are 
distributed among different lines of employment in such a 
way that the relative prices of goods correspond to the 
relative costs occasioned by the employment of the agents 
of production. And just as the producers strive after a cor¬ 
respondence between the relative prices of goods and their 
relative costs, the consumers in a similar manner try to dis¬ 
tribute their income among different lines of purchase imtil 
the marginal utilities of a given amount of expenditure are 
equal in every direction. 

The conclusion then is reached that, given the technical 
data such as the methods of production and the degree of 
scarcity of the different resources, and the psychological 
data such as the want system of the consumers, economic 
relationships are determinate. At that determinate point 
the economic system is at perfect rest, its various elements 

^ Marshall’s use of the phrase ‘ stationary state ’ is a source of 
confusion. When he introduces the ‘ fiction of a stationary state ’ 
(Principles, 8th edition, pp. 366—68) his description of it is ideoi- 
tical with that of the Clarkian ‘ static state ’ which is made static 
by abitrary assumptions as a methodological device. But discard¬ 
ing it as too abstract, he immediately uses the phrase without 
si^cient warning or explanation to indicate quite a different thing, 
viz., the state of rest or equilibrium which the free play of demand 
and supply brings about. 
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being comparable to eeveral balls lying in a bowl, which 
mutually govern one another’s position. In the absence of 
any change of data the equilibrium thus attained continues 
intact through time. 

Marshall next introduces the Element of Time. Since 
oscillations such as are given by the static equilibrium are 
seldom rhythmical in real life, owing to the fact that “ the 
demand and supply schedules do not in practice remain 
unchanged for a long time together,” the economic system 
cannot steadily proceed towards one particular position of 
rest, but constantly shifts itself towards different centres 
through different optimal distribution of resources occasion¬ 
ed by every change of data. Of course time is introduced 
not as any new datum. The principle of substitution which 
is responsible for the optimal distribution of resources at 
the point of equilibrium, can only work through time. But 
in the statical analysis this important role of time is assumed 
away because, here we fix our mind on one central point of 
rest to which the whole economic system is supposed to be 
worked up by the forces of demand and supply. The fric¬ 
tions of adjustment and the time involved are thus abstracted 
away. The introduction, therefore, of the element of time 
only suggests that the economic period now contemplated is 
sufficiently long for changes in the original data to take 
place. 

Now, if in the statical analysis we fix our minds on one 
central point at which the economic system is at rest, its 
tendency to move to different and successive points of equili¬ 
brium seems easily to be a problem of what may be called 
economic dynamics. Indeed, Marshall himself considers it 
to be so as is evident from the following statement: “In 
the second stage more forces are released from the hypothe¬ 
tical slumber . . . changes in the conditions of demand and 
supply of . . . commodities come into play; .... Gra¬ 
dually the area of the dynamical problem becomes larger', 
the area covered by provisional statical assumptions becomes 
smaller . . . .” and so on.“ 


* Principles; Preface, p. xv, italics are mine. 
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Let us at once be clear that this conception of dynamics 
is entirely different from the modem connotation of that 
phrase. 'Ihe problem of dynamics is the problem of the 
adjustment of economic forces with uncertainty as one of the 
factors. Anticipation plays a very important role here as 
the economic subjects are not in possession of that foresight 
which can supply information as to the future course of 
events. Marshall seems to come very near this essence of 
economic dynamics when he writes: “.... we cannot 
foresee the future perfectly. The unexpected may happen; 
and the existing tendencies may be modified before they 
have had time to accomplish what appears now to be their 
full and complete work . . . But in his analysis of 
the difficulties introduced by a change of data, he does not 
refer either to uncertainty or to its concomitant, the anticipa¬ 
tion. According to him, a change of data—^which, by the 
way, is all the “ unexpected ” that may happen—causes of 
course a shift of the economic system towards a different 
point of equilibrium,—but the economic subjects are forth¬ 
with furnished with all the data under the new situation, and 
there is no suggestion that the new planning is done with 
any degree of uncertainty. It is as if the planners only 
begin anew, the principle of substitution gives rise to a new 
distribution of economic resources, the degree of their 
mutual adjustment depending upon the time available. 
Thus when the period of time is relatively short, technical 
resistances—and no fault of the producer—may give rise 
to an imperfect adjustment of economic forces, all of which 
have been made so explicit by Marshall in terms of prime 
cost, supplementary cost and quasi-rent. On the other hand, 
when the producer can take his own time, he resorts to a 
more comprehensive planning such as leads to tbf^ equili¬ 
brium relative to his data. A short period is thu^ correlated 
to a long period, the difference between the two consisting in 
the relative difficulty or ease with which economic forces may 
be adjusted to one another from a technical point of view. 
A producer is a true planner in possession of all data, his 
success depending upon time. If the period is not ‘ short,’ 


® Principles, p. 347. 
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a state of perfect rest is always to be looked for. Consider 
Marshall’s own example of a great increase in the general 
demand for fish when meat is made a dear and dangerous 
food for several years together. The suppliers of fish know 
that there has been an increase of demand for fish, and not 
only that, they also know that the rise in demand is not 
going to be permanent.^ Else, they would not use ‘ old 
fishing boats and .... vessels that were not specially made 
for fishing,’ but would invest new capital for a bigger 
equipment. On the other hand, when the disuse of meat 
causes a permanent distaste for it, and an increased demand 
for fish continues long enough, a more comprehensive plan¬ 
ning is adopted, again because the knowledge of the new 
increased demand and its continuance in future, is one of 
the given data under the new situation. In no case, there¬ 
fore, is there any hint of a planning which involves an 
element of uncertainty. A situation is always envisaged in 
which the producers know the duration and magnitude of 
demand as also the time at their disposal. 

It will thus be seen that the constant changefulness of 
the economic system is by itself, if at all, a poor subject of 
Economic Dynamics. However much we may verge here 
* on the high theme of economic progress,’ dynamics, thus 
interpreted, fails to be a satisfactory theory of social deve¬ 
lopment based upon risks and anticipations. For, Marshall 
merely studies with the help of the static apparatus the effect 
of a change in the data, with an assurance in the background 
that a new equilibrium is always in view. But progress is 
best defined in terms of an indefinite equilibrium and un¬ 
foreseen developments. Marshall only extends his statical 
analysis over a wider range of time, taking note of the 
changes that happen to the data and putting the planners 

* Cf. “ The . . industrial organization has not time to be fully 
adapted to demand; but the producers have to adjust their supply 
to the demand as best they can with the appliances already at their 
disposal ” (Principles, p, 376). 

“ . . . when the term Normal is taken to relate to short periods 
of a few months or a year, supply means broadly what can be 
produced for the price in question with the existing stock of 
plant, personal and impersonal, in the given time.” {Ibid., p. 379.) 
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in possession of all those facts in order that they may work 
out the economic forces with perfect knowledge. 

What other special field may MarshalFs dynamics 
possibly cover? Can it be made to refer to those frictions 
that must inevitably take place in the ‘path’ towards a 
particular point of equilibrium? The problem of the ‘path’ 
seems, indeed, to be a problem of the ‘dynamical Principle 
of “ Substitution.” For, the point of statical equilibrium 
presupposes shifts and transfers of economic resources, and 
equilibrium, indeed, is the result of this process through 
time. But if by Economic Dynamics we refer merely to 
those internal movements of the economic system which bring 
it to a stationary state under any set of given circumstances. 
Dynamics only becomes a pretentious name given to a very 
simple fact that equilibrium is a process through time. We 
are only told that the static framework, if laid bare, reveals 
movements within, which take time to subside. Dynamics 
becomes an explanatory note appended to Statics. 

The conclusion, then, is this. Whether he associates 
Dynamics with the shifts or the changefulness of the econo¬ 
mic system, or with the frictions in the path towards equili¬ 
brium, Marshall’s analysis is essentially static in character. 
Dynamics in the sense of a progress of the economic system 
towards an undefined equilibrium, is foreign to Marshall’s 
methodology. His entrepreneurs do not take risk. 

And all this is in spite of his insistence that the keynote 
of his Principles “ is that of dynamics rather than statics.” 
We arrive at this conclusion not, as he alleges, because 
frequent use is made of the term “equilibrium” throughout 
his book, but because he makes dynamics an adjunct to his 
statical analysis. Dynamics only represents the initiation 
of a new situation, but the statical method forthwith holds 
good. As he introduces the Element of Time, he does speak 
of the economic subjects not foreseeing the future perfectly, 
or of the unexpected to happen, but he does not follow up 
these observations with a study of the problems of change 
such as may contain a true element of uncertainty. 

What is more confusing is that Marshall does not even 
carry his statical analysis to its logical conclusion. For, 
subsequently, he relaxes the rigour of his own statical 
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assumptions, as is best shown by his careless handling of 
profit. 

Profit, according to Marshall, is the remuneration 
payable to the entrepreneur for his Vork of management’ 
which consists not merely of routine superintendence, but 
also of the assumption of risk. These two functions are 
inseparably correlated, although their proportion in the total 
managerial work varies with the amount of speculative 
element existing in the trade.^' Marshall also says that 
profits are a constituent element of normal supply price. 

We are led from the above to disputes of two different 
kinds. In the first place, if profit is a part of cost it is not 
a surplus, and if a necessary cost is to be called a profit, 
Marshall’s phraseology seems arbitrary. In the second 
place, if perfect knowledge is one of the assumptions of 
statical analysis, the entrepreneur has no risk to encounter, 
and if there is no risk to assume, there is no remuneration 
for him beyond the wages of superintendence. 

Marshall introduces risk as an element of profits and 
of cost because ‘‘the order of mind required for interpreting 
rightly and reducing to their proper proportions the causes 
that are likely to affect price is rare”.” But if all the 
technical and psychological data are already given, such 
a function of the entrepreneur is unwarranted. The entre¬ 
preneur, armed with all- necessary data, can have clearly no 
remuneration beyond the wages of superintendence. 

What then is the explanation of this irrelevant element 
of risk? The explanation is to be sought in what Professor 
Robbins in another context calls Marshall’s ‘'"temperamental 
dislike of all extreme abstractions.” The same aversion 
which led Marshall to discard the Clarkian "static state’ as 
too abstract, leads him also to suspect that ‘perfect know¬ 
ledge’ as an assumption is likewise a little too unreal. And 
‘risk’ is introduced as a measure of concreteness. The 
entrepreneur is sure and is yet not quite sure. 

® We are evidently omitting the additional function of the 
entrepreneur as a capitalist, although Marshall includes an element 
of interest also in ‘ gross profits ’ by defining entrepreneurship as 
“business ability in command of capital.’’ 

® Principles, pp. 612-13. 

F. U 
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But concreteness, thus introduced, is only at the cost 
of analytical precision. For, how can uncertainty (we 
evidently do not distinguish between risk and uncertainty) 
lead to a determinate position of equilibrium? Marshall 
is not unaware of this problem. Sometimes he tries to un¬ 
derrate the importance of uncertainty, as when he says that 
“in most cases the evils of uncertainty count for something, 
though not very mucK\^ But he recognises at the same 
time—to be more precise, in the same paragraph—that ‘‘ to 
the average price. . .we must add a recompense for uncer¬ 
tainty, if that is unusually great.” Thus the difficulty of 
the statical analysis arising out of risk—once it is intro¬ 
duced—has got to be solved. And this is how Marshall 
does it. 

Risk, according to Marshall, is not so risky after all. 
It can be insured for, the premiums payable being among 
the general expenses, or a manufacturer may count up the 
average receipts of his risky trade, and base his action on 
those calculations. In any event, there is provision against 
the risk ‘ on a fair actuarial estimate.’^ Risk is thus made 
an available and ascertainable datum, and the statical analy¬ 
sis saved,—although by a curious fusion of statics and 
dynamics. 

But if the theory is saved, the term ‘profit’ losses all 
significance. By making risk an ascertainable entity, 
Marshall in effect adds to the usual four factors of produc¬ 
tion, a fifth, viz., security, without which no production is 
possible. The price payable for this service belongs to the 
same category as wages and interest, and there is no reason 
why it should be called ‘ profit ’ and not premium pure and 
simple. You cannot, equate the cost of production with the 
selling price at the point of equilibrium, and yet find a 
profit.® 

Prnciples, p. 400, my italics. 

® Ibid., p. 613, 

^ In this respect Clark seems to be more satisfactory than 
Marshall. His ‘ static equilibrium ’ is the same as Marshall’s 
‘ stationary state,’ although he starts with a set of assumptions 
different from Marshall’s. But Clark carries his static analysis 
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Marshall’s theoretical inconsisterlcy is further shown by 
his reference to cases in which the supply price falls as the 
amount increases, as indicative of a limitation of the statical 
theory of equilibrium. 

An upward-rising supply curve such as Marshall uses 
in his diagrammatic representation of the equilibrium 
analysis, is capable of diilerent interpretations in ditferent 
contexts. 

In a temporary equilibrium a supply curve of this type 
is easily explained. Here the stock ol the commodity being 
given, the supply does not involve any cost. Ihe upward 
slope merely indicates a disposition on the part of the sellers 
to withhold stock when price is low, and to release it on the 
market when price is high. As Marshall himself says 
. .if we have regard to short periods only and specialty 
to the transactions of a dealer's market, there is an 'elasti¬ 
city of supply’ which corresponds closely to elasticity of 
demand”.^it is just the reverse of a curve which we might 
draw to indicate the ditferent quantities of a commodity 
which a dealer would reserve to himself at ditferent price- 
oflers. 

In the normal equilibrium analysis, however, a rising 
supply curve may be explained as indicative of either 
diminishing return or increasing cost. Uiminishing return, 
because, Irorn the standpoint ol an individual producer, for 
example, successive doses ol tiie other factors oi production 
which are perfectly elastic in supply, have eventually to work 
upon an inextensible fund of resources which perhaps the 
producer himself represents, and thus yield diminishing 
physical increment ol product, although in the initial stages 


with rigid precision; and he rightly conies to the conclusion that 
a condition of no proht prices exactly corresponds to the one 
that would result from the static adjustment of the producing 
groups.” (Distribution of Wealth, p. 70.) 

But he fails on tffe theory of profit as he does not connect 
a dynamic change with uncertainty. He considers every change 
as leading to an improvement of static standards through the 
cheapening of the methods of production, profits being a tempo¬ 
rary and evanascent manifestation of such social progress. 

Principles, p. 456. 
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its assumed indivisibility may give rise to increasing physical 
increments also. Alternatively, a rising supply curve is an 
increasing cost curve, because from the point of view of the 
industry as a whole, any expansion of it means diversion of 
resources from other industries, higher and higher prices 
having to be offered to the factors of production in order to 
overcome the resistance of their rival employers. 

Now, Marshall’s rising supply curve in his long period 
analysis represents this last. The supply price is an increas¬ 
ing function of the quantity of product, and from this premise 
a unique and determinate position of equilibrium is a logical 
conclusion. It is evidently owing to increasing cost that a 
point is eventually reached where the ascending supply price 
balances with the diminishing marginal utility of the com¬ 
modity. These two forces, indeed, determine the distribution 
of resources between different industries at the point of 
equilibrium. 

But—and here is the alleged incompatibility—if this 
tendency to increasing cost is more than counterbalanced by 
any cost-reducing process such as may arise out of the expan¬ 
sion of the industry itself, there may not be a unique point of 
stable equilibrium. 

Obviously a proposition like this is admissible only when 
we can bring into the picture such compensatory cost-reducing 
processes as are compatible with the static hypotheses. 
Marshall apparently forgets this, or, perhaps he hates to 
appear too ‘ theoretical ’. With the result that “ the tendency 
lo a fall in the price of a commodity as a result of a gradual 
development of the industry by which it is made ”, is 
considered by him to be a limitation of the statical theory 
of equilibrium. 

Now, a whole literature has grovm around this ques^Hi: 
of increasing returns and its compatibility with comjfeBtive 
equilibrium. For our purpose it is sufficient to point out 
that the quarrel is mainly due to an inadequate recognition of 
the fact that there is no law of decreasing cost converse to the 
law of increasing cost. The latter is fundamental and follows 
logically from the definition of factors of production. The 
other merely indicates temporary aberrations of this funda¬ 
mental tendency, due to technical reasons such as alter the 
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data of the static system/^ It thus seems a mistake to go 
back upon original assumptions and speak of a phenomenon 
of increasing returns as a limitation of the static apparatus. 

In conclusion, may I detain you a little longer with the 
following few words. Marshall’s introduction of economic 
dynamics and his impatience with the statical hypotheses, 
are both due mainly to his patent conviction that economic 
problems are better treated as problems of organic growth 
rather than problems of statical equilibrium. We have seen 
above that the account he gives of economic dynamics besides 
being inadequate, is so closely identified with the statical 
analysis, that it fails altogether to constitute a separate 
branch of study by itself. Moreover, if the above analysis is 
correct, the dynamical problems such as Marshall introduces 
are not exactly those which help our conception of a gradual 
transition from the static to the dynamic state, or conform to 
the motto of his book, Nutara non facit saltum. They are, on 
the contrary, examples of mechanical adjustments of given sets 
of forces, while the shifts of the economic system—if they 
constitute the subject of Economic Dynamics—definitely belie 
the principle of continuity. Marshall, presumably aware of 
this, hastens to suggest that the Mecca of the economists lies 
in economic biology rather than in economic dynamics 
Biology is, indeed a better name, as it brings to our mind the 
idea of a gradual growth which MarshalEs ‘dynamics’ fails to 
convey. It is a word which, perhaps has its association with 
those secular movements of normal price, which, as Marshall 
says, are caused by the gradual growth of knowledge, popula¬ 
tion and capital. But he does not develop, as we might well 
expect of him, this truly dynamical branch of inquiry.^^ 


Marshall’s distinction between "“substantive” inventions 
and those naturally arising out of existing ideas is an unsatisfactory 
attempt at a reconciliation via the Representative Firm. “ For, no 
invention is independent of existing data; and no invention is so 
dependent on them as to be automatically produced by them ” 
(Schumpeter: Instability of Capitalism: Eco. JL Sept. 1928, 
p. 378 n.) 

I am deeply indebted to Dr. A. K. Das-Gupta, M.A., Ph.D., 
(London), for his many valuable suggestions. 
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T. M. JosHi, M.A., 

Economics Department, Fergusson College, Poona. 

The functions of Economic Analysis are two; to provide 
an organon for the interpretation of economic reality, and to 
supply considerations in the light of which economic conduct 
may he appraised and recommended. 

1. The first function, that of interpreting economic 
reality, involves an analysis of the economic process. This is 
not merely a work of description of the economic system or 
organisation. It rather consists in displaying the inner 
structure of economic life by exhibiting the relations of inter¬ 
dependence and causality which subsist between its various 
parts. It is to “ build up a conceptual working model of 
the body economic as it lives and moves: to display its ana¬ 
tomy and physiology, the interaction of its several parts, the 
process of its growth, the response it tends to make to various 
kinds of stimulation, and so on.”^ The foundations of such 
technique of analysis of the structure and functioning of the 
economic process were laid down by Adam Smith. With the 
help of his doctrine of Division of Labour and Exchange, 
Smith exhibited the interlinking of the various apparently 
disconnected activities which constitute economic life. The 
same notion enabled him to explain the causal factors respon¬ 
sible for economic growth. Modem Economics performs this 
function of explaining the statics and dynamics of the econo¬ 
mic process with the help of the theory of Equilibrium and 
Variations. The central concept, here, is price: Economic 
theory explains the emergence of price under conditions of 
scarcity; it points out how the price system enables “the 
disposal of scarce means among their alternative uses” 

^ Pigou and Robertson: Economic Essays and Addresses, 

p. 9. 
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(Robbins). In this field Economic Iheory has built up a 
body of laws summing up the causal relationships between 
Price, Demand and Supply, 

This, then, is the central doctrine of Economic Theory. 
But is the field of economic study exhausted by it? Is 
Economics confined and restricted to the problem of value? 
Is the study of economic institutions, of the technical aspects 
of production and distribution not germane to the theory 
of Economics as Professor Robbins seems to imply? We 
feel, rather, that since the understanding of the whole eco¬ 
nomic process is the function of theory, investigations of a 
realistic character into the various aspects of economic or¬ 
ganisation and technique are indispensable parts of econo¬ 
mic study. In fact every aspect of life which throws light 
on the “disposal of scarce means” is fit subject for economic 
investigation. 

2, The second function of economic analysis is more 
controversial. Can Economics supply considerations in the 
light of which practical policies may be framed and practical 
questions solved? Or, does Economics provide “norms” or 
“ends” in the light of which economic conduct may be 
appraised and economic advice tendered? 

It is urged that it is not the function of Economics to 
advise. The following points are put forward in favour of 
this view;— 

(a) It is said, and justly, that Economics is concerned 
only with a part of social life; its conclusions rest upon 
narrow premises; while, policy has to be based upon a num¬ 
ber of considerations many of which lie outside the field of 
Economics. John Stuart Mill observed long ago, “There are 
perhaps no practical questions, even among those which 
approach nearest to the character of purely economic ques¬ 
tions, which admit of being decided on economic premises 
alone.” Again, he said, “ Political Economy is so interlink¬ 
ed with other branches of Social Philosophy that its con¬ 
clusions, even in its own peculiar province, are true only 
conditionally subject to interference and counteraction from 
causes not directly within its scope; while, to the character 
of a practical guide, it has no pretensions, apart from other 
classes of considerations.” Similarly, Alfred Marshall also 
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believed that the function of Economics is to introduce sys¬ 
tematic modes of reasoning regarding one special aspect of a 
social problem; and, after having done this, “it retires and 
leaves to common sense the responsibility of ultimate deci¬ 
sion; not standing in the way of, or pushing out any other 
kind of knowledge, not hampering common sense in the use 
to which it is able to put any other kind of knowledge, not 
in any way hindering it; helping where it could help, and for 
the rest, keeping silence.”* 

We feel that this argument does not cut at the root of 
the economist’s advisory function. All that it implies is 
that the advice of the economic student is “ conditionalit 
is restricted to a narrow sphere: that it has no intrinsic 
priority over other types of recommendations. 

(b) The second point is that the technique of econo¬ 
mic analysis is still insufficiently developed for the advisory 
function. All advice is recommendatory of a particular 
course of conduct in preference to others possible under the 
circumstances. Policy-making, directed towards social con¬ 
trol, therefore, involves a choice between different alterna¬ 
tives. This problem, it is said, cannot be rationally solved 
unless the alternatives are presented in quantitative terms. 
This requires a high degree of capacity for “ quantitative 
prediction ” of the consequences of the different factors, and 
courses of conduct. For this, however. Economics is not 
sufficiently developed. Hence, it cannot provide the techni¬ 
que for a rational choice between alternatives. 

This argument also is not so damaging to the advisory 
capacity of Economics as it appears at first sight. The fact 
is that, though Economics is not sufficiently developed for 
quantitative prediction, still, its capacity for “ qualitative ” 
or “ directional ” prediction is undoubted. And, on the 
basis of the latter. Economics can offer advice of a direc¬ 
tional character. For instance, after examining the conse¬ 
quences of a high rate of interest on agricultural production 
in this country. Economics can advise that the rate should be 
lowered: it may also indicate the factors which should be 


® Memorials of Alfred Marshall, p. 164-165. 
F. 15 
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attacked; it cannot, however, say to what level the rate should 
be fixed. 

(c) The third argument is more formidable. It is the 
familiar argument advanced by Prof. Robbins and others of 
his way of thinking, that Economics merely “ studies the 
disposal of scarce means among a variety of ends;” it ex¬ 
amines the implications of scarcity in a given situation; it 
is not directly concerned with ‘ ends ’ as such. The formula¬ 
tion of ‘ ends ’ or ‘ norms ’ of behaviour is the function of 
Ethics, and not of Economics. Economics is “ neutral ” 
between ‘ends;’ if ends are given, it might say that one 
mode of attaining them is more or less economical than 
others. 

Again, it is argued, the very nature of a scientific law 
precludes recommendation and advice. A scientific law is 
a statement of causal relationships; it states that a certain 
factor will bring about certain consequences. Thus, an eco¬ 
nomic law will state that if the price is lowered demand will 
increase (other things remaining constant). This statement 
of cause and effect relationship has no normative signifi¬ 
cance. Economics, it is said, is a science of “ what is ” and 
not of “what ought to be.” 

This means that Economics cannot handle problems of 
welfare, since welfare necessarily implies a valuation of ex¬ 
periences, and “ states of consciousness.” This is a serious 
matter for those who believe that the ultimate function of 
every social discipline must be to help forward social better¬ 
ment and that the ‘ tools ’ of such a science, “ if they cannot 
be made to work in elucidating the problems of the real 
world must be scrapped.”® It is, therefore, necessary to see 
if there is any logical escape from this position. 

The first method of escape, in our view, lies in assert¬ 
ing boldly that Economics, as a social science, cannot neglect 
social ends and values; that in the last resort Economics is 
the handmaid of Ethics. But we can say more than this: 
cannot Economics have its own ‘ norms ’ or ‘ ends ’ which 
would serve as logical criteria for judging economic conduct 

® Pigou and Robertson: Economic Essays and Addresses, 

p. 8. 
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and recommending economic policies? It is well-known, for 
instance, that the Austrians and some of their English fol¬ 
lowers, regarded “Equilibrium” as a norm; and in terms of 
it, they appraised, not merely stray items of policy, but 
whole systems of economic organisation. It is not necessary 
here to discuss the legitimacy or otherwise of this ‘norm.’ 
What needs emphasis is that economists have hit upon a 
norm, and applied it with vigor. Now, an acceptable norm 
of Economics may be “ rational conduct ” which resolves 
itself into the attainment of “ economy ” and the avoidance 
of waste. In concrete terms, maximum production may 
serve as a ‘ norm.’ 

It is true that ‘ production ’ is difficult to define. But 
in any workable system of thought production must be com¬ 
puted in terms of money values. Economists, then, can dis¬ 
cover the conditions under which production will be maxi¬ 
mised, after showing (as Pigou has done) that, in general, 
this will coincide with maximum welfare. The condition 
may be stated in the manner of Pigou, the equalisation of 
marginal social net products of resources invested in dif¬ 
ferent branches of production. Now, it has been argued by 
Harrod recently,* that this doctrine, which has a secure place 
in the body of economic theory, is capable of yielding a host 
of positive recommendations of economic policy in the direc¬ 
tion of economic welfare. In this field, the theoretical 
achievements of Pigou are well-known. It will, however, 
be recalled that the foundations of this analysis are found in 
the Marshallian doctrine of “ Maximum Satisfaction.” The 
doctrines of Keynes based upon the criterion of Full Employ¬ 
ment, yield similar fruits in the way of practical recom¬ 
mendations. 

The second ‘ norm,’ the distributive ideal, is a different 
matter. It is agreed that Professor Bobbin’s position here 
is firm. His argument that a policy of redistribution of 
income and wealth is based upon the invalid assumption of 
the ‘ comparability ’ of satisfactions is not still adequately 
answered. In this field, therefore, the economist must 

* Harrod:—^The Scope and Method of Economics. 

Economic Journal, September, 1938. 
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content himself with exhibiting the consequences of different 
policies without attempting to lay down any distributive 
ideal. 

The above reasoning is directed towards the view that 
Economics may have its own ‘ norm ’ in terms of which 
economic policy may be recommended. It now remains to 
argue that economics can indirectly (and not merely directly) 
help policy making. 

Let us remind ourselves of the nature of an economic 
law—that it is a statement of causality. Now, in the field 
of social investigation, knowledge of sequence of cause and 
effect must afford power for social control. In social 
sciences, light is thrown on social relationships in order that 
men should find their way towards a better life. In Econo¬ 
mics, analysis of cause and effect may not directly yield 
fruits of social improvement; but indirectly it would be sug¬ 
gestive and indicative of certain courses of conduct, fii 
many instances, the economics’ analysis will provide a techni¬ 
que of criticism. For instance^ the economist may so analyse 
the effects and consequences of Protection that he might be 
able to say that it will not increase the net volume of employ¬ 
ment. The indirect contribution of this character which eco¬ 
nomic theory might be able to make, is of immense value 
for the cause of social improvement. Pigou has observed, 
.Though, for the economist, the goal of social bet¬ 
terment must be held ever in sight, his own especial task is 
not to stand in the forefront of attack, but patiently behind 
the lines to prepare the armament of knowledge. His contri¬ 
bution is not with his own hand to devise detailed practical 
expedients, but to provide an organization of thou^t and of 
method that will enable practical expedients to be devised 
successfully: that will prevent slow-working and hidden reac¬ 
tions, often more important than those which are immediate 
and obvious from being left out of account; that will furnish 
those whom pity drives to action the lamp of assured know¬ 
ledge and the sharp sword of right analysis.”® 


® Pigou: Memorials of Alfred Marshall, p. 84. 




THE CONTINUITY-ASSUMPTION IN ECONOMIC 
ANALYSIS 


BY 

Bhabatosh Datta, 

Ripon College, Calcutta. 

The increasing application of mathematical methods to 
the study of economic problems emphasizes the necessity of 
examining the extent to which certain assumptions usually 
made are valid in real life. The “ continuous-variation ” 
assumption is one of the most fundamental of all the basic 
premises of the mathematical economist. Whenever a func¬ 
tional relationship is sought to be established between a 
phenomenon varying independently and another the variation 
of which is dependent upon the variation of the former, it 
has to be assumed for all mathematical analysis that the 
variables are capable of changing their values by a conti¬ 
nuous gradation, and that within a given range of values 
any one of them can have an infinite number of different 
commensurable positions. This assumption of continuous 
movement makes possible the application of the calculus of 
infinitesimals in giving expression to economic relationships. 

Marshall’s study of utility and demand, for example, is 
based on the elementary assumption that total utility varies 
continuously with every infinitesimal change in the quantity 
of the commodity consumed, and he finds consequently no 
difficulty in evaluating marginal utility as equal to du/dx, 
where u represents utility and x the quantity of the com¬ 
modity; and similarly, total utility is algebraically express¬ 
ed as the integrated value, within a given range, of f (*) 
dx. The evaluation of elasticity of want as (— u/x). 
{dx/du) and the realisation of similar other results becomes 
easy on occount of the simple assumption that utility is a 
tingle-valued monotonic function of the commodity consum¬ 
ed. In the same way, when Marshall studies demand as a 
function of price, or cost as a function of output, the 
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continuity-assumption is put at the base almost unquestion- 
ingly* It is certainly true that when we are considering a 
group of consumers, that is, when individual demands are 
aggregated, variations of utility in response to quantity- 
changes, or of demand in response to price changes are like¬ 
ly to be very nearly costinuous. But the expression “ very 
nearly ” has to be analysed, so that we can realise its exact 
connotation, and if there is any appreciable limitation to 
the continuity-assumption, its importance has to be un¬ 
hesitatingly recognised. 

The most important limitation to the continuity-assump¬ 
tion arises, as has been pointed out by many of the followers 
of Marshall, from the technical fact of the imperfect divisi¬ 
bility of the subjects of consumption and of the factors of 
production. The Marshallian demand curve sloping down¬ 
wards in an unbroken sweep loses much of its reality when 
we remember that goods flow in, not by infinitesimal accre¬ 
tions to an existing stock, but by lumps the successive units 
of which are not necessarily equal. The utility-indicator in 
real life will not be a continuous curve showing u as a mono¬ 
tonic function of but only a series of points—each at 
some distance from, and at a lower level than, the preceding 
one. This limitation of imperfect divisibility can be more 
easily perceived in the case of studies regarding production 
and allocation of resources. Marshall’s study of this set of 
problems rests on the assumption that the operation of a 
perfectly lubricated substitution-mechanism will always 
make for the maximisation of output resulting from the 
most economic combination of the available resources. 
Here the imperfect divisibility of factor-units is a real handi 
cap making it impossible to have a curve of monotonic conti¬ 
nuity relating resource-allocation to output or to anything 
else. 

All this has already been recognised by economists; as 
a recent writer puts it, ‘‘ the functions most suitable for the 
description of economic phenomena are often those which 
are most inconvenient from the point of view of mathemati¬ 
cal analysis.”^ If in spite of this they have shown an 

^ R. G. D. Allen, Mathematical Analysis for Economists, Mac¬ 
millan, 1938, p, 102. 
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increasing eagerness for applying the methods of derivatives 
to the analysis of economic relationships, this has been due 
to their desire to find out laws and rules representing cer¬ 
tain general tendencies. They have realised that there are 
technical limitations to the assumpiton of continuous varia¬ 
tion in economic functions, but they have generally ignored 
these on the ground that this can be safely done when ag¬ 
gregates are considered and particularly when broad results 
are aimed at. Improbabilities, however, always increase by 
multiplication, and when we get an assumption of the 
second degree, i.e., an assumption based on another assump¬ 
tion, we move very far away from reality. 

Besides these technical limitations there are certain 
others to which much attention has not been given up till 
now. These operate through the influence exercised by the 
mechanism of our perception and sensation upon our techni¬ 
que of action. Every sensation, holds the psychologist, is 
produced by a stimulus, and there is a determinable rela¬ 
tionship between variations in stimulus and the changes in 
the intensity of sensation (Weber-Fechner law). The rela¬ 
tion between stimulus and sensation thus appears to be one 
of continuous variation; but this apparent continuity is 
limited by the fact that a sensation must reach a definite 
degree before it can be actually “ sensed.” This minimum 
we can call by the name of the Minimum Sensible. There 
must, for example, be a minimum of sound before it can be 
heard, a certain minimum of illumination before light can 
be seen, and at least a certain amount of weight before 
pressure can be felt. 

In the field of economics, it is easy to realise that there 
must at least be a minimum change in the independent vari¬ 
able in order that there may be a sensible change in the 
dependent variable, and it is therefore appropriate to take 
cognisance of this in every study of functional relations in¬ 
volving the assumption of continuous and regular variation. 
Proceeding on the lines suggested by the psychologist, we 
may attempt to take into account the minimum variation 
that must occur in the quantity of goods consumed before the 
consumer can feel a change in the degree of utility enjoyed, 
or the minimum price-change that can produce an effective 
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change in the demand. The consideration of these will 
establish that function-curves are not as regular as they are 
often made, and consequently, that the conclusions that are 
true with regard to the general range will not necessarily 
be Irue within particular hounds. If, for example, there 
must be at least a particular degree of change in the price 
in order to call forth an effective change in the quantity 
demanded, it is possible to come easily to the conclusion 
that within the bounds of the minimum sensible, whether at 
the initial or at an intermediate stage, every demand is 
perfectly inelastic. 

The psychologist, in his analysis of the causal con¬ 
comitance between stimuli and sensations, makes a distinc¬ 
tion between liminal and terminal stimuli. “ In all sense- 
departments,” says Titchener, “ there are stimuli that are 
too weak to be sensed, and in all these there comes a point 
beyond which we cannot increase the intensity of sensation 
by any further increase in the stimulus.” A noise may be 
too low to be felt, and on the other side, it may be so deafen¬ 
ing that any further increase in its intensity will not pro¬ 
duce any additional effect on sensation. The liminal 
stimulus is the minimum that can just be sensed, and the 
terminal stimulus is the maximum beyond which it fails 
to make the sensation-faculty realise degrees of variation. 
The liminal value is of importance not only in the initial 
stage, i.e., in the variation from zero onwards, but also in 
the intermediate stages where at every stage there must be 
a certain minimum of variation before it becomes a /usf 
noticeable difference", this is sometimes known by the name 
of differential limen. 

Such liminal and terminal causatives undoubtedly 
exist in economic phenomena, and in so far as they exist 
they reduce the validity of the plain assumption of conti¬ 
nuity. In the relation between price and demand, for ex¬ 
ample, one can feel the existence of liminal and terminal 
bounds within the limits and limitations of which the 
general rules will hold good. Within these bounds again 
there must be at every stage a minimum variation in the 
independent variable in order to induce a just effective 
difference in the dependent variable. Examples of this 
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type can be multiplied, and it can be shown that the ap¬ 
parently continuous function-curve representing economic 
phenomena, is first of all, ineffective in the infra-liminal 
and the snpra-terminal stages, and, secondly, broken in the 
intermediate stages on account of the minimum alternation 
of the AJ-factor needed to induce an effective variation of the 
y-factor. 

The influence of the minimum sensible and of the con¬ 
sequent lacunae in the curves supposed to be continuous is 
very clearly perceptible in the operation of the law of sub¬ 
stitution between two articles. The more perfect substitutes 
they are the more it is likely that their prices will be equal, 
for otherwise the increased demand for the cheaper substi¬ 
tute and the decreased demand for the dearer one will 
automatically tend to bring about this parity. But here it 
is possible that there may exist some sort of an obstruction 
preventing the frictionless operation of the law of substi¬ 
tution. Theoretically, if m and n are two perfect substi¬ 
tutes each selling at the price p, even the slightest increase 
in the price of m should at once divert a part of the demand 
for it towards n, thus shifting the margin upwards for m 
and downwards for n. But in real life this automatic cor¬ 
rection at the margin will rarely be realised with such 
smoothness. Like physical bodies, people also have a 
tendency to continue to do what they have been doing, and 
this inertia is disturbed only when some external impressed 
force has become operative. This external force (e.g., a 
price-change) has, however, to be of a certain minimum 
magnitude in order that it may create an effective shift in 
the demand at the margin, and this friction necessarily 
makes the substitution-function an irregular one. The 
Marf^inal Inertia which causes demand to remain what it 
has been in spite of changes in the causative factor sets 
forth what we may perhaps call a Substitution-Resistance, 
This inertia or resistance prevents the free flow of demand 
from one substitute to another when from a theoretical 
standpoint there seems to exist reason for such effect. 

During the past few years, English economists have 
been making use of the Edgeworth-Pareto system of indif¬ 
ference curves and indifference contour maps. If m and 
* P. 16 
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n are two commodities represented by the horizontal and 
vertical axes respectively, a curve can be drawn to connect 
all points of combination of m and n yielding a particular 
constant measure of total utility, and it will be a matter of 
indifference to the consumer whether he chooses one com¬ 
bination of m and n or another, if both of these are repre¬ 
sented by the same curve. In this way an indifference- 
curve can be drawn for every definite amount of total utility, 
and the whole system of curves becomes the indifference 
map, where the passage from the left to the right denotes 
the reaching of a more preferred position. The slope of 
an indifference curve at any point indicates the increment 
of one commodity needed to compensate for an infinitesimal 
decrement of the other, and this has been called the 
marginal rate of substitution between the two commodities." 

The use to which these indifference curves and maps 
can be put is unlimited; already J. R. Hicks has elaborated 
an admirable analysis of the different types of equilibrium 
relation on the basis of these curves. Here, therefore, is 
a field where it is necessary to find whether there is any 
minimum sensible or any probability of breaks in the 
apparently smooth curves. On account of marginal inertia, 
an increment of m will be necessary to meet the loss of 
utility caused by a decrement of n, only when the effect 
of the decrement has been sensible. Consequently, total 
utility may remain stationary even when a decrement of n 
is not followed by a compensating increase in the quantity 
of m consumed. The indifference curve representing a 
constant total utility from a combination of variable quanti¬ 
ties of m and n will in some cases break into a vertically 
down-ward movement. The smooth convexity of the indif¬ 
ference curve is thus only broadly true, and the vertical 
breaks will be significant wherever the value of the sensible 
minimum is appreciably high. 


2 For a full discussion of the significance of indifference 
maps, reference may be made to an article on “ A Reconsideration 
of the Theory of Value” by J. R. Hicks and R. G. D. Allen, in 
Economica. February and May, 1934, and also to J. R. Hicks, 
Value and Capital. Oxford. 19.39. chapters I—III. 
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All this amply shows that the curves which generally 
are taken to be smooth, monotonic and continuous may con¬ 
tain gaps where nothing significant exists, or breaks where 
the broad conclusions will not apply. R. G. D. Allen in his 
excellent treatise on mathematical economics points out 
that a function y—/ (*) can be taken to be continuous at 
any point, say a: = a, if (a) exists and is finite* and secondly, 
if / (jk) exists and is finite for all vfdues of x near x = a in 
su^ a way that Lira / (*) as x tends towards a is equal to / 
(a). From what has been said here, it easily follows that when 
there are gaps in the curve supposed to be continuous, / («) 
will not exist and will not be finite at every point within 
the given range. And when there are breaks in such a 
curve, it will be easy to find a point a where the limit of 
/ (a:) will not be /(a) as x tends to a. Such discontinuous 
functions are very common in economics, and unless some 
way out of this difficulty is discovered, mathematical 
analysis will not be of great help in many important 
cases.® 

It is not, however, to be supposed that these limitations 
detract much from the value of the conclusions arrived at 
on the basis of the continuity-assumption. These only 
point out that there are stages where there are breaks in the 
curves, and that these breaks ctmnot entirely be ignored 
when the minima cannot be reduced to infinitesimals. The 
physiologist, in dealing with the problems of temperature, 
has to distinguish between the physiological zero-point 
and the psychical zero-point; in a similar way, the econo¬ 
mist has also to be cognisant of the fact that the mathemati¬ 
cal extreme of smalls is not the same as the economic 
extreme of smalls. It is because of this disparity that the 
conclusions based on the assumption of continuous 
infinitesimal variation have to be modified before they can 
be taken to represent the actual state of affairs. No 
correction is ever too minor to be neglected, and a plea 
for the consideration of the place of the sensible 
minimum is put forth in the hope that its recognition will 
bring economic analysis in line with the recognised methods 


* R. G. D. Allen, Op. Cit, pp. 98—100. 



786 


BHABATOSH DATTA 


of approach to the problems where psychology and mathe* 
matics have to be intertwined. 

The assumption of infinitesimal variation has made pos¬ 
sible the application of differential calculus to the analysis 
of economic relations and has thus opened a wide scope for 
securing new light on those intricacies of relationships 
which symbols can easily express, but language cannot. But 
it has also to be remembered that the application of mathe¬ 
matics to economic problems is not an end in itself, and that 
the study of limitations is perhaps more important than the 
study of general tendencies. Economics is above all a 
science of human behaviour, and, consequently, all the 
limitations of human sensations and perceptions have to be 
taken into account in analysing economic problems. It is 
therefore appropriate to remember that many of our assump¬ 
tions are valid within limits which, however insignificant, 
nevertheless exist, and this caution may prevent the in¬ 
creasing deification of certain generalisations that the 
mathematical approach is helping to bring about. 






OPENING DAY 


Mrs. R. S. Pandit opened the conference. 
WELCOME ADDRESS 

BY 

Professor Amaranatha Jha, 

Vice-Chancellor, Allahabad University, and Chairrrum, 
Recejaion Committee. 

Ladies and Gentlemen, 

On behalf of the University of Allahabad and of the 
Reception Committee I extend to you a cordial welcome. 
This is the third time that your Conference has met here. 
Professor Jevons was with us when you came here first, and 
Professor Thompson when you assembled last. To both 
these distinguished scholars our School of Economics owes 
much, and it is our hope that their good work is being continu¬ 
ed by their successors. It is a happy coincidence that our 
President for the year is one who has been a student as well 
as a teacher here, and who, though still young in years, has 
attained a position of eminence among the economists of 
India. 

I am not an economist, and if I attempt to say a few 
words today I am not unmindful of my poor equipment and 
the enormous range of the field to be surveyed. I recall a 
passage in a recent book on Socialism in which the author 
says: “ Our contemporaries consider that anything which 
comes under the heading of Economics and Sociology is fair 
game to the unqualified critic. It is time that these amateurs 
were unmasked.” I am frankly and unashamedly an 
amateur. But the borders of the different realms of knowl¬ 
edge are so intermingled and the investigations of one branch 
so constantly need an insight into other branches that it is 
doubtful if the narrow specialist can be trusted any longer 
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to make a really valuable contribution to the sum of human 
wisdom. Politics; philosophy; history; religion; psychology; 
economics; commerce: all these so constantly act and react 
on each other that it is difficult to disentangle one from the 
rest and impossible to treat it as an independent, unrelated 
unit. In all human activities, in whatever sphere, it is 
necessary and indeed imperative that certain fundamental 
principles should be recognised, accepted, and acted upon. 
Thus alone can the world be spared a return to aboriginal 
chaos. Thereby alone can we retain both the stars of the 
sky and the little lamps in our home. Speaking at the 
Philosophical Congress last year, I said that the only hope 
for civilisation was in the establishment of the same moral 
code both for nations and for individuals. Today I propose 
tu suggest for your consideration what the ideals of eco¬ 
nomics should be. I do so in all humility But that the 
clarification of ideas is urgent is amply proved by the 
complete lack of stability and poise in the world of today. 
All foundations are shaking. Nothing is sacred or safe. 
There is a woefol want of confidence in every phase of life. 
In this period of doubt, denial, and antagonism, when light 
comes but dimly and intermittently, it is worth while to spend 
a little time to ask ourselves what our aims and objectives 
should be. Europe, separated from us by a wide expanse 
of land and sea, but connected by many links of commerce 
and of humanity, is the scene of chaos, of suspicion between 
States and States, of warfare in which all that men and 
nations reverence is ruthlessly annihilated. Even apart 
from the War, there are all sorts of rallying cries: 
Capitalism and Socialism. Religion, Bloodshed, Sexual 
morality, ancient rules of discipline in the home, and ties of 
family, are all being revalued. There prevails a sense of 
frustration, of tragic waste. There is superabundance of 
everything which men need and also the destitution of nearly 
all mankind. There is the gaunt spectre of unemployment, 
colossal waste of human beings—a challenge to the combined 
ingenuity and genius of mankind. There is the persecution 
of the minorities; the alarming and rapid growth of class- 
hatred; the problem of the heretics. I trust I am no 
pessimist, but it seems clear that unless early steps are taken, 
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modem civilisation will fall along the precipice into an 
abysmal deep. How can the position be saved? What 
steps are to be taken? 

Political economy was once a branch of moral philo¬ 
sophy, and Plato rightly said that the principles of true 
politics are those of morality enlarged. The basic truth that 
must once again be recognised is that the welfare of all 
human beings should be of equal importance to man. As 
Rabindranath Tagore says, God grows weary of great 
kingdoms, but never of little flowers.” Certain it is that the 
redemption of humanity depends on the recognition of the 
sanctity of human life. In ever-increasing measure we must 
recognise also that while our standards of appreciation shift 
and vary, excellence remains. Succeeding generations must 
once again be taught that they should be drawn away from 
lesser aims, that it is possible to prefer what is noble to what 
is mean, that restless, artificial, luxurious living is not so 
satisfying as a human fellowship and competence without 
wealth, and that God’s kingdom is not of this world. 
Archaism, it has been said, is only a respectable form of 
suicide; and Neitzsche said that it is dangerous to be an heir. 
But to ignore the lessons of the past and not to profit by the 
accumulated experience of our ancestors is folly bordering 
on crime. The sorry scheme of things entire is not so very 
sorry after all; it is not necessary to shatter it to bits. One 
of the truths that must be accepted is that all human activity 
must be calculated to perform the two-fold function of giving 
to the doer the highest degree of satisfaction and of being 
beneficial to mankind. It should be our constant aim to 
bring about such a fine adjustment of our inner selves and 
outer life that duty and interest should coincide, that desire 
and goodness should never be in conflict, and that individual 
health, happiness and prosperity should inevitably and 
naturally lead to the common weal. Plato in his Laws has 
a passage that age has not withered: ** There are,” he says, 
‘‘ two kinds of good things, the human and the heavenly; the 
former are dependent on the latter. First among lesser 
goods is health, second beauty, third strength in racing and 
in all other bodily movements, and fourth wealth—^not blind, 
but keen-sighted, guided by wisdom, Among the heavenly 
F. 17 
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goods the first and foremost is wisdom, second, a reasonable 
habit of mind allied with insight, and third, resulting from 
the combination of these qualities with courage, is justice, 
and fourth, courage. All these rank naturally before the 
lesser goods, and in this order the lawgiver must rank them.” 
We need a proper scale of values in our age. We run madly 
after excitement. The daily newspaper is dull to us unless 
we have some story from the War front, or some riot, or at 
least the tale of a murder. Sensation is the shrine at which 
we worship. Phenomenal rise to wealth and equally 
spectacular financial ruin; force and fraud rivalling industry 
and thrift as factors in the acquisition of wealth; economic 
inequality and absence of political liberty—these are the 
characteristics of the modern age. The fondness of wealth 
for its own sake is one of the causes; another is the 
predominance among the rulers of states of the type thus 
described by Germany’s greatest poet, who was both a seer 
and a sage: 

“ Of heaven he asks its highest star; 

Self-willed and spoiled, in mad pursuit. 

Of earth demands its fairest fruit; 

And all that both can give supplied. 

Behold him still unsatisfied.” 

I hope it is not true, but economists are believed to have 
encouraged men to regard gold as the summum honum of 
life. Three hundred years ago, Shakespeare saw how all- 
pervading and corrupting the influence of gold could be. 
He said: 

“ Gold, yellow, glittering, precious gold! 

Thus much of this will make black white; foul, fair; 

Wrong, right; base, noble; old, young; coward, valiant; 

.... What this, you gods? Why, this 

Will lug your priests and servants from your sides. 

Pluck stout men’s pillows from below their heads. 

This yellow slave 

Will knit and break religions; bless the accurs’d; 

Make the hoar leprosy ador’d; place thieves, 

And give them title, knee, and approbation, 

With senators on the bepch.” 
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1 am not speaking of the gold standard or any other 
tedmical aspect of the subject of money. 1 refer to money 
as the root-cause of the major ills of today, specially money 
as the source of power, money as the cause of waste. In 
1931, the American Board of Agriculture advised American 
cotton-growers to “ plough in ” every third row of their 
cotton crops; it is suggested that boll-weevil, a great cotton 
pest, should be protected so as to destroy some part of the 
crops; the introduction of suitable pests into the rubber 
plantations has been recommended; the Brazilian Govern¬ 
ment is reported to have considered the adoption of a plan 
for the use of coffee grains as fuel for its locomotives. 
Whether we adopt Mr. Keynes’ four-fold division of 
Commodity money. Fiat money. Managed money, and Bank 
money, or devise some other method of classification, the 
fact remains that money has come to occupy an entirely 
disproportionate share in the affairs of men and nations. 
The old warning against the worshippers of Mammon may 
once more be repeated. Politicians and leaders of thought 
should once again impress the view expressed by Plato that 
‘ the state where neither poverty nor riches exist will have 
the noblest life.’ In his repidilic Plato allowed to the 
richest citizen only five times the wealth of the poorest. The 
freedom and unpretentiousness of life, its peace and learned 
leisure need to be stressed. The ancient Hindu was content 
with his homely but wholesome meals in the eighth part of 
the day—three simple meals a day and leisure for the 
enrichment of the spirit. It is imfashionable, 1 know, to 
speak about religion, but I cannot help wishing that more 
leisure could be found for meditation on the human mind 
and the best ideals to be striven after. One of the major 
dangers of today is the growing hostility towards religion 
and the spread of the cult of naked materialism. According 
to this cult religion is like opium. Etatism adores a 
mysterious being under the name of State—a revival of 
Hegel’s view that the State is ‘ divine will.’ There are still 
Liberals, Utilitarians, and Eudemonists who cling to what a 
contemporary writer describes as ‘ the protective cloak of 
religious illusion.’ We recall earlier attempts to banish 
religion—^Robespierre’s Goddess of Reason, and Comte’s 



AMARANATUA JHA 


794 

Positivism. Marx had written that the criticism of religion 
is the beginning of all criticism. Improving on that, Lenin 
said as long ago as 1909: 

“ Fear of the blind force of capital—^blind because 
its action cannot be foreseen by the masses,— 
a force which at every step in life threatens the 
worker and the small businessman with ' sudden,’ 
‘ unexpected,’ ‘ accidental ’ destruction and ruin, 
bringing in their train beggary, pauperism, 
prostitution and deaths from starvation—this is 
THE tap-root of modem religion, which, first 
of all, and above all, the materialist must keep 
in mind, if he does not wish to remain stuck 
for ever in the infant school of materialism.” 

It seems to be forgotten that the capitalists, too, have 
their miseries, their aches, their tragedies as sudden, un¬ 
expected, and accidental as those that visit the worker and 
the small businessman and that religion could not have been 
devised merely to hoodwink the down-trodden masses. Oh 
no, religion answers a deep-seated want, satisfies an innate 
craving, supplies a method of cure when all other remedies 
fail, responds when all other oracles are dumb. Marxism 
holds, of course, that class conditions thought, and that all 
political movements are class-movements and therefore eco¬ 
nomic in their ultimate foundations. The world is in such 
a morass of confusion that it is no wonder that Marxism 
makes an instantaneous appeal to many persons. A German 
thinker says that the success of Marxism is due to the 
prospect it offers of fulfilling those dream aspirations and 
dreams of vengeance which have been deeply imbedded in 
the human soul. It promises at once a paradise on earth, 
and humibation to all who are stronger and better than the 
multitude. Be that as it may, what 1 desire to suggest is 
that the conception of ‘ the economic man ’ should not be 
extended so as to become that of ‘ economic mankind.’ I 
am not concerned with the disputes of Capitalism, Socialism, 
Communism, or the older Liberalism of the classical eco¬ 
nomists. In brief, I think that men apply economic goods 
and spend their time and labour in the channel which holds 
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out to them the prospect of the highest degree of satisfaction, 
and that this element of personal satisfaction is the essence 
of economic activity. What I object to is the philosophy 
that the only basis for a new and stable civilisation is connect¬ 
ed with the means of production. What I am concerned 
about, and what 1 think economists and scientists and 
politicians and all who matter should resist, is the tendency 
to abolish all standards of public and private conduct, to set 
up a purely materialistic code, and to deprive mankind, if 
possible, of an unfailing source of inspiration and comfort 
and stimulus to noble emd unselfish conduct. 1 am not 
opposed—^who can be?—to the glorification of work; but I 
do hold that all work is prayer, and that good work, in 
whatever field, must lead to rapture and exaltation and a 
vision of that supreme beauty and wisdom which contains 
within itself all of good. 

Please forgive this discourse which may sound as 
coming from an alien region. You have, among your 
topics for discussion, the relation between Economics and 
Ethics, and several papers on the Scope of Economics. 
Perhaps what 1 have said may thus be not entirely irrelevant. 
You have momentous subjects to ponder over. Perhaps you 
will permit me to suggest that one subject which deserves 
special notice is that of Industrial Psychology, as applied to 
individuals in groups, or in the mass, in association. It is 
important to study the subject of Industrial Fatigue, which 
will involve, among others, the study of lighting, heating, 
ventilation, movement of the body, cultivation of interest, 
avoidance of fatigue, occupational guidance—an ambitious 
list, but one the careful study of which and systematic 
investigation into which cannot long be delayed. Then there 
is the vital problem of planned economy. We are fortunate 
to have in our midst the President of the National Planning 
Committee. Our minds must be clear as to the goal and we 
must constantly strive to ensure both individual satisfaction 
and national welfare. We must avoid the mistakes made 
by other countries and evolve a plan suited to the conditions 
of our country and not at variance with the genius of our 
race. Mere doctrinaire reproduction of schemes intended 
for other peoples in vastly differing conditions will not bring 
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about the era of happiness and general prosperity which 
everyone has at heart. 

The world more than ever needs humanity. It needs 
to be healed. It has once more to hope, to see the vision 
splaidid, and to emerge from the Waste Land. May your 
deliberations demonstrate that economists like others who 
have control over human affairs have no use for power and 
energy detached from moral purpose. 
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Professor L. C. Jain, D.Sc, Econ. (London), 
University of the Punjab. 

Ladies and Gentlemen, 

1 . As I rise to speak, my thoughts linger around the 
happy years I spent as a student and a lecturer in this Uni¬ 
versity. Words fail to express ^ll the gratitude for the 
opportunities that were given me in the University of 
Allahabad whose fine, generous spirit of intellectud co¬ 
operation makes it one of the greatest centres of learning 
and research and of that culture without which there can be 
no progress and life itself ceases to have any meaning. On 
an occasion like this, I cannot but think of my old colleagues 
and esteemed teachers—^my late father among them—^to 
whom I owe so much, and of that greatest Vice-Chancellor of 
ihis JJniversity—Mahamahopadhyaya Dr. Ganganatha Jha— 
who has had such a determining influence both upon my 
training and upon my career. 

2. Never before has the Economic Conference met 
under a graver crisis in world affairs, and it would have 
been better if a veteran master of the subject were to guide 
its deliberations. But AUahabad seems to have a prefer¬ 
ence for the young. You had the youngest Indian Chief 
Justice, and the youngest President of the Indian National 
Congress and, I believe, you still have the youngest Vice- 
Chancellor in the country. I have no claims to their bril¬ 
liance, or to the learning and experience of leaders of 
economic thought, but their presence among us is an un¬ 
doubted source of great inspiration to me and, in any case, 
I can draw upon the inexhaustible indulgence that AUahabad 
has always had for the young. 
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II 

3. Changes in World Economy. —^The world is 
faced to-day with a situation in which all principles of 
orthodox economics have been cast to the winds. Nations 
have been vying with one another in their endeavour to 
achieve Autarky or economic self-sufficiency, and at the 
Eame time have been competing to find markets for the 
absorption of their surplus produce. To this end a variety 
of economic weapons have been increasingly used of which 
the more important are tariffs and quotas, exchange depre¬ 
ciation, control and clearing arrangements. Imperial Prefer¬ 
ence and bilateral trade agreements.^ These have struck at 
the very root of international economy, and unless saner 
counsels prevail—of which there is no present sign—the 
whole world may find itself engaged in a deadly struggle, 
the end of which no one can foresee. It behoves us, there¬ 
fore, to consider how far the development of economic 
thought and activity since the period immediately preceding 
the last Great War has affected international relationships, 
and whether the present crisis is noU in the ultimate analysis, 
a direct outcome of false notions of national economic 
interests. 


4. National Economic RiYalries. —^The rapid 
industrialisation of Europe proceeded smoothly on its merry 
course, to long as there were enough markets abroad to take 
off the surplus produce. As soon as a saturation point was 
reached^ rivalries began to raise their ominous heads 
culminating in the last Great War. The Treaty of 
Versailles was essentially a victor’s imposition on a vancpi- 
ished enemy. As such it carried m itself the germs of the 
very disease which it sought to deslioy.^ The result is what 
promises to be a virulent epidemic of aimless wars. 


^ “ The isolated, divergent, and contradictory measures by 
which the nations, in the first period of the late crisis, aVempted 
to protect themselves against it and push off the burden on to their 
neighbours, have only served to precipitate it, and to render it 
yet more grievous for all ”—Report of M. Van Zealand, 

2 Cf. “ Economic Consequences of the Peace ” by J. M. Keynes. 
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5* Human Exploitation* —^There are two facts of 
contemporary economic life which must be faced squarely. 
The progressive replacement of human labour by machinery 
brings about a stage, in every country, when the growth of 
industrial population outpaces the demand for labour. 
Thus an ever increasing number of persons are thrown out 
of employment, unless at the same lime there is a correspond¬ 
ingly progressive expansion of foreign markets. Secondly, 
all the countries that until lately provided dumping grounds 
for the surplus produce of industrial countries are becoming 
economically self-conscious and are steadily refusing to 
continue to play the role of mere hewers of wood and 
drawers of water. The main task which faces the modern 
economist is, in iny humble opinion, to bring about a re¬ 
conciliation between the conflicting interests of machinery^ 
and men, and those of the greedy exploiter and the impatient 
exploited. 

6. Evil of Increasing Wants. —To state a problem 
is not to solve it, and I cannot lay claim to the possession of 
a magic wand which will open the door to a world of 
complete economic harmony, carrying in its train, as it 
inevitably must, that idealistic state of affairs, the greatest 
happiness of the greatest number. Two things, however, 
suggest themselves. The economic evolution of modern 
western society has as its fundamental basis, as the very 
keystone of its foundation, a progressive increase in material 
human wants, so that capitalists, present and prospective, 
may continue to cater for them while adding to their own 
pelf and power. When the normal growth of such material 
wants slows down to a pace not to the liking of the 
capitalists, new forces are set in motion, all loo unconscious¬ 
ly perhaps. They tend to create an atmosphere culminating 
in the creation of a new type of wants, wants not of the 
individual but of the State, such as the need for increased 

^ On the whole the lendeney of modern inventions is more 
towards economy of labour rather than of capital, thus accentua¬ 
ting the conflict between labour and capital. Cf. “ Economics of 
a Changing World,” by H. V. Hodson. 1933. In this way the 
ch4xrkha of Mahatma Gandhi has the opposite effect. 

P. 18 
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armaments, in order either to safeguard existing interests 
against some fancied threat, or to redress a fancied wrong. 
I do not say that capitalists enter into a deliberate conspiracy 
to bring about a state of war between nations, but the eco¬ 
nomic structure of modem industry is such that it must keep 
moving faster and yet faster or perish. And it is this 
inherent urge that must periodically lead to armed conflicts. 

Ill 

7. The Task of the Economist. —Economists the 
world over would be doing mankind real service, if they 
could think out lines on which industrial activity could 
develop without such disastrous consequences as we see 
around us to-day. If modern machinery, which is threaten¬ 
ing to become an all-consuming monster, could be made 
subservient to a nobler purpose—that of providing universal 
leisure for the pursuit of things of permanent value, beau¬ 
tifying life and making it a source of joy—the world may 
still be saved from another Mahabharata. 

8. Recent Experiments. —A number of experiments 
based on definite economic principles have been tried in the 
United States of America, the United Kingdom, Italy and 
Germany, all with the ostensible object of increasing econo¬ 
mic welfare, but nowhere with success. The fact is that, not 
unlike the old system that they seek to replace, they are all 
based and fed on non-economic and political considerations. 
They vary in complexion and methods, but one feature is 
common to all—to achieve the freedom of man by enslaving 
man. This is impossible. Such experiments are doomed to 
failure, because the seeds of destruction are inherent in them. 

9. Socialism. —Socialism, as it has been conceived 
so far, has been tried on a gigantic scale in at least one coun¬ 
try. The results, from all acounts, are not encouraging. 
And they could not be, for socialism in the last analysis is 
not so much a question of a particular economic structure of 
society as of a change in human nature, the substitution, so 
to speak, in the human car, of an engine of which the moti¬ 
vating force will be not private gain, but social good. Al- 
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though I fully believe in the essential goodness of human 
nature, I find it hard to conceive of a state in man’s affairs, 
when the self will be altogether effaced and undiluted selfl¬ 
essness take its place. 


IV 

10. New Economic Order, or Blending of Socia¬ 
lism and Capitalism. —It would thus appear that neither 
capitalism nor socialism provides us with a sure line for the 
future economic evolution of mankind. Nationalism has 
proved to be a curse; internationalism, so desirable in itself, 
seems impossible of achievement; capitalism is creaking and 
breaking; communism or even socialism is at present dis¬ 
credited. Is there no way out? Perhaps a solution of the 
problems which the failure of these two systems has confron¬ 
ted us with, lies in a happy blending of the advantages of 
both, in the emergence of a new economy"^ in which private 
gain will not conflict with social good.^ Mahatma Gandhi’s 
message of non-violence and charkha^ if its implications are 
but fully understood, may yet be found to contain in it the 
seeds of a happy future for humanity. 

11. Evolution and Not Revolution. —But the New 

Order should be achieved by evolution and not by revolu¬ 
tion, by the conversion, as far as possible, of wrong into right 
and of selfishness into selflessness, on the principle of ^ ^ 
meaning that all life is one,^ and through the practice of 
ahimsa or non-violence. That way there is no conflict of 

^ Cf. “ We must place private enterprise within a more 
intricate and skilful framework of control and planning. This I 
believe to be both practicable and advisable—and to constitute 
the distinctive and fundamental task of our age and civilisation.” 
—Sir Arthur Salter in Preface to “ Economics of a Changihg 
World.” by H. V. Hodson. 1933. The point sought between 
capitalism and socialism would probably be found nearer socialism 
than capitalism. 

^ The marginal private net product must coincide with margi¬ 
nal social net product, as Pigou would say. 

® The greatest British economist, Marshall, thought of “ all 
in one and one in all.” 
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interests, but only unity and harmony. ^To such a state of 
economic federation of humanity man will grow step by step 
and stage by stage. When such a stage is reached all men 
will work in universal brotherhood.” 

V 

12. Recent Trend in Indian Economy. —With the 
rapid changes overtaking the world India no longer has the 
position of a mere looker-on. Some movement can certain¬ 
ly be discerned in Indian economy; there is at least a greater 
consciousness of the economic rights of the people and a 
growing disposition to recognise them. The establishment 
of responsible government in provinces and the consequent 
need of securing the good-will of the rural electorate has led 
provincial governments to initiate a number of experiments 
for bettering the condition of our kisans, such as prohibition, 
economy in salaries, rural legislation and national planning. 

13. Rural Legislation. —Although a few of these 
measures are still a matter of some controversy, there is no 
doubt that something has been achieved towards improving 
the lot of the tenant and the agricultural labourer. The 
U.P. Tenancy Act, for example, is a piece of useful legisla¬ 
tion, and if full advantage is taken of its provisions, the 
smaller tenants stand to benefit. The work done by the 
Imperial Council of Agricultural Research and at various 
experimental farms, education provided by agricultural 
colleges, supply of improved varieties of seeds and other 
State and semi-State activities of a similar character con¬ 
tinued to yield good results, as far as they went, during the 
last year. But the root problems of agricultural economy are 
still with us. 

14. Agricultural Improvement Trust. —May I, in 

this connection, suggest the establishment by one of our 
provincial governments of what might be termed as Agri¬ 
cultural Improvement Trust. This Trust should comprise 
a body of selected men, experts in all kinds of farming, 
animal husbandry, sericulture, cottage industries and such 
other activities as form part of our normal rural life. 
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Government should acquire and place at the disposal of 
this body enough land to permit of large-scale cultivation 
by means of such modern machinery as is capable of being 
easily handled in Indian conditions. The Trust should 
guarantee to the owners, tenants and labourers of the area 
thus acquired a minimum of what each has earned, on an 
average, over a period of the preceding three years, requir¬ 
ing in return their fullest co-operation in the cultivation and 
development of the land. The Trust would then proceed 
to construct, in place of the existing insanitary villages, a 
number of model villages, providing all the necessary am¬ 
enities and start productive operations on a comprehensive 
basis. 

This is but a bare outline of what 1 have in view. I 
am persuaded to think, however, that a scheme on some 
such lines, in the hands of conscientious workers, may help 
to end most of the impediments such as small and scattered 
holdings, wasteful methods of farming, crude implements, 
faulty marketing, lack of work during the off seasons and 
insanitary conditions of living which stand in the way of a 
profitable exploitation of our land. If successful over a 
reasonable period, the experiment could be extended to 
cover other areas, resulting in a new village economy. 

15. Trade Agreements. —Turning from agricul¬ 
ture to our trade, the most important event of the year was 
the trade agreement made after unduly long talks with 
Great Britain. Negotiations have been in progress for a 
new trade agreement with Japan. It is sad to observe, how¬ 
ever, that the happy relations which have for long existed 
between India and Ceylon were disturbed over the enforced 
repatriation of some Indian labourers. This is to be deplo¬ 
red, especially in view of the unfortunate but inevitable 
repercussions on the course of trade of both the countries. 
Pandit Jawaharlal Nehru’s visit to Ceylon did much to clear 
the air, but the recent announcement of the postponement 
of Indo-Ceylon trade talks is frankly disappointing. No 
trade agreement should be concluded with any country 
unless it is preceded by a competent public inquiry. 
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16. Currency and Exchange. —The sore question 
of currency and exchange continued to agitate the public 
mind. On the one hand, the Indian National G)i^ress 
again repeated its strong condemnation of the current rupee 
exchange and demanded a change, and, on the other, the 
Indian Government equally emphatically refused to take 
action. Both sides seek to justify their views as solely in 
the interest of the country, but both cannot be right at the 
same time. From a national point of view, such a conflict 
IS to be deeply regretted, and an impartial examination of 
the whole question by economists is, in my opinion, long 
overdue, not only to determine suit£ible action but also to 
assure the public mind. In currency, more than is often 
realised, it is very important that the steps taken are scien¬ 
tifically correct, but it is still more important that the people 
are fully convinced of their correctness. 

17. Banking and Insurance Legislation. —The 

contemplated banking legislation is to be welcomed. The 
banking Bill drafted under the direction of Sir James B. 
Taylor, Governor of the Reserve Bank of India, contains 
important provisions which seek to regulate the business of 
banking, raise working capital, encourage sound investment 
of bank funds and provide simple and speedy proceedings 
for liquidation. The operation of the new Insurance Act has 
checked the hasty growth of ill-conceived concerns and helped 
in the rehabilitation of confidence. With this Indian insu- 
rfmce may be said to have started on a career of sound 
progress, but the future need is the amalgamation of many 
weak into a few strong institutions.’ 

VI 

18. Economic Literature. —Indian economic 
literature gained some valuable accessions during the year 
by the publication of such works as India Before and Since 
the Crisis, by Prof. Brij Narain, Indian Monetary Policy, by 

’ Cf. The Presidential speech of the Hoti’ble Mr. Manohar 
Lai on the occasion of the Silver Jubilee of the Western India 
Life Insurance Co., Ltd., at Lahore. 
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Prof. B. P. Adarkar and Economic Problems of Modem 
India, edited by Prof. R. K. Mukerjee. Among official 
publications reference must be made with deference to the 
Annual Trade Review of India edited by Dr. T, E. Gregory. 
The Indian Journal of Economics, with which my friends 
Professors Rudra, Karwal and Bhatnagar are so closely 
associated, has now definitely improved in appearance and, 
in its twentieth year, is attracting greater notice both at 
home and abroad. 

19. Ourselves. —^The Indian Economic Association 
is celebrating its twenty-third anniversary, and we may be 
pardoned if we look back with satisfaction at our record 
of the past. But when we think of the enormity of our 
problems and the net result of our achievement, we have 
to bow our heads in modesty. I have heard it said that 
we are very modest, we discuss \ arious subjects very serious¬ 
ly for a few hours every day for three or four days in a year, 
and we go home satisfied. That, I hope, is not true and that 
certainly is not the ideal which we ought to aim at. We 
must work for the progress of the science of Economics and 
in doing so we must not forget practical economic problems 
as they arise and effect our country. I am a confirmed 
optimist and I believe that Indian economists have a most 
important role to play in the economic emancipation of 
their country and of the world at large. I also hope to see 
the Economic Association” enlarged, before long, into -an 
Asvsociation of Social Sciences. 

20. National Institute of Economic and Social 
Research, —In this connection, T would strongly suggest 
an early establishment of a National Institute of Economic 
and Social Research, endowed by private generosity and 
supported by public beneficence. Such an Institute would 
stimulate the scientific investigation of many economic 
quCvStions—for instance the growing problem of unemploy¬ 
ment—^which so much affect the numerous aspects of Indi- 


® Some very useful suggestions for developing the work of 
the Association were given in Prof. C. N. Vakil’s Presidential 
Address, December, 1934 . , 
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an life, and base all economic research on reliable statistics. 
No less an economist than Professor Keynes has said: 

“Before we can either perfect our theory or apply it 
with safety to practical issues, there is another kind of 
knowledge which we need to increase: namely, exact quan¬ 
titative information concerning contemporary transactions. 
. . . The collection and arrangement of comprehensive sta¬ 
tistics is of vast importance ‘ in order to eliminate impres¬ 
sionism.’ 

I have already referred to the National Planning Com¬ 
mittee appointed for preparing a comprehensive plan for 
the economic development of our country. No plan can, 
however, be of any real value unless it is related to actual data 
—data not already collected by indifferent or incompetent 
agencies, nor data as we would sometimes wish them to be, 
but data as they are, I hope I am not exaggerating if I say 
that at present economic statistics either do not exist in this 
country or, if they do, in not a few cases they make one think 
of “lies, damn lies, and statistics.’*' If economic studies and 
plans are to be taken out of their present habitat of criticism 
and controversy, the most urgent need in my opinion is the 
collection of statistics which should conform to “truth, the 
whole truth, and nothing hut the truth.” 

21. Development of Economic Studies in Univer¬ 
sities. —The National Institute I have in mind would work in 
close liaison with the Economics Departments of our Uni¬ 
versities. Professors Bowley and Robertson in their report 
very emphatically advocated the exploitation of the special 
facilities for economic studies available at the Universities, 
as both teachers and students in the University atmosphere 
could take a more detached and academic view of things in 
this work-a-day world. 

In this connection I had made, some time ago, an 
earnest appeal to Indian Universities for creating lecture¬ 
ships in statistics with a view to forming a nucleus for the 
study of economic problems through the scientific methods 
of statistics.^" Nothing is moie important than the appli- 


9 “Treatise on Money,” hy J. M. Keynes, 1930, Vol. 11, p. 407. 
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cation of statistical methods to economic phenomena— 
affected as they are by a multiplicity of causes. Unofficial 
agencies are better fitted than government departments to 
take up this side of the work and our Universities, if they 
only will, can play a most valuable part in the scientific 
development of economic intelligence so essential for 
progress. 

22. Effects of Wap. —need for the develop¬ 
ment of economic research has greatly increased with the 
outbreak of war. The economic strength of a nation is no 
less important to victory than her military power and, in the 
existing circumstances, the most substantial contribution that 
India can make must largely be on the economic side. I 
am glad that the current subject of discussion in this 
Conference is “ Economics of War with special reference to 
India ” and I hope the discussion will lead to some definite 
policy and plan. 

The immediate effects of the war are visible in rise in 
prices, increase in trade^^ and industrial activity and in¬ 
crease in war expenditure. In regard to the first, the con¬ 
trol of prices is good for the consumer and at present not 
such a hardship even to the primary producer. The extent 
and manner of price control need, however, to be carefully 
planned not only to avoid injury, waste and evasion, but 
so as not to hinder industrial expansion which rise in prices 
necessarily stimulates. Experience in price control and 
evolution of a satisfactory technique might well prove use¬ 
ful even after the war. 

Industrial expansion offers the greatest opportunity to 
India for helping not only herself, but also the Common¬ 
wealth of Nations in winning the present war. India is 
undoubtedly in a better position to-day, as compared with 
the begiiming of the war of 1914, in regard to her raw 
materials, lal^ur and capital resources, and the existing 
state of industries. But a most careful plan is needed to 


“ Indian Journal of Economics,” April, 1939. 

This may be seen from the recent expaJnsion of Indian 
currency by Rs. 33 crores to Rs. 240 crotes. 

F. 19 
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determine what existing industries might be developed and 
new industries started, so that the gap created by the fall in 
the imports of manufactured goods and machinery could be 
most economically and speedily filled up. Among such 
industries the manufacture of chemical and electrical goods, 
machinery and ship-building immediately spring to one’s 
mind. The development of what are called key industries 
deserves immediate consideration. The whole industrial 
tariff policy and the nature and extent of present protective 
tariffs need to be examined by a Tariff Board, which should 
last at least throughout the duration of the war, with a view 
to securing adjustments necessitated by changed conditions.^® 

28. Wap Finance. —^There is no doubt that whatever 
the nature and duration of war, questions of public finance 
are bound in future to tax increasingly the capacity of 
finance departments both in the provinces and at the Centre. 
Governments both in India and in England are to be congra¬ 
tulated on managing their finances, on the whole extremely 
well, but there is considerable scope for reduction in ex¬ 
penditure, and raising the efficiency of administration in this 
country. I doubt if savings effected by a cut in salaries, 
even if salaries above Rs. 500 were halved, can be very 
large, but I have no doubt that the psychological value of 
such a step in the present temper of India will be incalcul¬ 
able. At the same time, profits arising out of war, whedier 
in the shape of a rise in prices or in share values, should be 
subject to heavy taxation. The income thus derived, 
however, might be returned to industries through greater 
industrial research. This may be supplemented hy floating 
a big loan of say Rs. 15 to 20 crores—only two days’ war 
expenditure of the United Kingdom—for launching approv¬ 
ed industrial schemes in various provinces. 

29. An Economists Ideal. —As your representative 
for the moment, permit me to conclude with the following 
profession in the famous words of Professor Nicholson: 

Impersonally I have long held that the policy of ad hoc 
Tariff Boards for a country like India is entirely unsound. What 
we need is a permanent Tariff Commission. 
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“ We believe that the world of ideas is stiU full of 
economic errors, we shall try little by little to reform some 
of them; we believe that the world of facts is still full of 
economic evils, we shall try little by little to propose some 
remedies, but come what may, until we perish, we shall try 
to keep alive the spirit of liberty and shall submit to no 
authority either of the dead or of the living. The greatest 
industrial invention the world ever saw was the abolition of 
slavery and the greatest intellectual triumph the spirit of 
mankind ever felt was the assertion of absolute freedom of 
opinion.” 

In a word, we as economists believe in th liberty of 
thought, liberty from the tyranny of the oppression of inter¬ 
ests and freedom to assert the truth to the best of one’s 
ability. 



DISCUSSIONS ON THE SCOPE AND METHOD 
OF ECONOMICS 

The following members took part in the discussion:— 
B. P. Adarkar, Mr. Jwala Prasad Singal, Mr. Cyan Chand, 
Mr. D. R. Gadgil, Dr. Loganathan, Dr. B. N. Ganguli, 
Mr. D. N. Bhalla, Mr. P. C. Jain, Mr. Mahesh Chand, 
Mr. Bhutani and Mr. B. G. Bhatnagar. 

B. G. Bhatnagar 

Of all the papers 1 have selected three for my special 
notice, viz., papers of Messrs Adarkar, Samand and 
Mehta. 

With most of the observations of Mr. Adarkar in this 
particular connection I agree and find that he has taken a 
common sense point of view. To my mind what Econo¬ 
mics needs most for its successful grasp are keen intellect 
and sturdy common sense and happily Mr. Adarkar has a 
fair share of both and that is why we usually agree on most 
points. However, on page 518 Mr. Adarkar observes “ The 
assumption, for instance, which, contrary to Buddha and 
Diogenes, forms the very essence of economics, that the 
' increasing satisfaction of increasing wants is a desirable 
thing.” May 1 ask Mr. Adarkar if this assumption is essen¬ 
tial to the existence and further evolution of the science of 
Economics? It is this assumption, which though, in my 
opinion entirely unnecessary to the development of science, 
has yet worked havoc in our world. 

Coming to Mr. Mehta and Prof. S. A. Samad, 1 find 
that Prof. Samad after giving expression to the view’s of 
Robbins with approval observes on p. 450: “ The substance 
of Economics thus becomes Universal and almost assumes 
a transcendental character.” 

Brave words these I admit. But what after all is 
Robbins’ contribution to the scope of Economics that has 
drawn this lyrical tribute from Prof. Samad? Whereas other 
economists would confine the scope of Economics to all those 
activities which they have classed as economic activities. 

810 



mscussiONS 


dll 


RoUiins and Robbinites would indude the economic aspect 
of all activities of men. The calculus of preferences in 
relation to competing ends with reference to scarce means 
and the calculus of costs in relation to the competing scarce 
means are common to both; so that the contribution of 
Robbins and Robbinites is that instead of co nfinin g the scope 
of Economies to a group of activities they would confine it 
to economic aspect of all activities. 

Robbins and Robbinites characterise the way in which 
the Non-Robbinites define the scope of Economics as un¬ 
scientific and dassificatory. Yes, it is classificatory, but 
as you must have noted by now, it is neither more unscienti¬ 
fic nor more classificatory than Robbin’s own way of doing it. 
The only difference is in the basis of classification. We 
cannot deny that in the ultimate analysis the various pheno¬ 
mena in the world are interlinked and as such ail know¬ 
ledge is one. All such divisions as Mathematics, Physics, 
Philosophy and so forth are but arbitrary and classificatory, 
and were made at a very early stage of human history not 
because there were any absolutely clear cut demarcations 
but merely as a concession to the limited span of life, and 
limited capacities of that wonderful creature called man. 
To be absolutely scientific all knowledge should be classed 
as one, and should be studied as a whole. 

Then the question arises which of the above two modes 
of defining the scope of Economies is better? While admit¬ 
ting that practically all human acts have an economic aspect 
in the sense in which Robbinites use the term economic 
aspect, is it or is it not reasonable to say that there are 
some acts in which the economic aspect is 2 per cent while 
others in which it is 70 or 80 per cent. If this is true, and 
I am inclined to assert that it is true, then the non-Robbinites 
only say that the science of economics should concern itself 
with those acts in which the economic aspect is predominat¬ 
ing. While studying such acts and assessing their full 
significance they do not say that neglect the other aspects of 
these acts, but only ask us to give due weight to each 
particular aspect. It is only by such procedure that 
the true character and significance of each act can be un¬ 
folded and understood. If the Robbinsian method of 
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Studying only the economic aspects of all acts is adopted, 
we shall have in the result a very meagre analysis of all 
acts. Tlie positive science of economics will have certain* 
ly become more scientific and along with that it will have 
made the economists and their studies more abstract 
and unreal. Seemingly the Robbinsian approach widens the 
scope of Economics, but in reality it narrows it down and 
the ultimate analysis of acts is likely to be of very mudb 
imperfect diaracter than what it is likely to be under 
the present arrangement of things. Acts of a predomi*< 
nantly political character are studied under politics while 
of a predominantly economic character are studied under 
Economics. Again this basis of classification runs through 
practically all the divisions and sub-divisions of the entire 
field of knowledge. If all acts of men have an economic 
aspect then sure enough they have their ethical and politi¬ 
cal aspects also and many others beside, the scope, therefore 
of all sciences that deal with the acts of men are all the 
scope to the followers of other social sciences as well. For 
acts of men. Mr. Robbins should recommend the same 
both these reasons 1 feel no hesitation in recommending 
the basis of classification adopted by the non-Robbinites. 

On page 396 Mr. Mehta observes that Economies is 
not concerned with the study of social acts but with all 
acts of men whether social or individual. The words “ so¬ 
cial acts as far” as my limited knowledge of the English 
language goes are applied to acts which are first deliberated 
upon by an assembly of persons having a common bond 
either of living in the same locality or some other conunon 
factor or factors as the basis of group formation. Again 
we find that under certain given circumstances men, while 
each acting in his individual capacity and for himself alone, 
act in very much the same way. Such acts also are called 
social acts. It is with both such acts that the Science of 
Economics deak. 


Professor Bhataai observed 

It looks, as though Prof. Robbins, and not the scope 
and method of economics, were the subject of discussion. 
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We have been discussing the Robbinsian version of the 
classical economic system—a system, without a bottom and 
without a roof and with its walls as battered as those of the 
Residency. I saw at Lucknow. It is no use discussing it. 

Prof. Adarkar has told us that we need not prove our 
assumptions, at any rate, those, which appear credible. But 
even then, we shall have to fix up the criteria of credibility, 
which means the same thing, as proving the assumptions. 
Pandit Nehru, this morning, questioned some of our basic 
assumptions (e.g., the motive of profit). Are we to tell him 
that the burden of proving our assumptions falls upon those, 
who question them? We should not proceed to theorize on 
the basis of assumptions, which need considerable empirical 
evidence to prove their validity. There should be, for a 
time, a halt to all theorizing and economists should 
concentrate their attention upon gathering empirical 
evidence, relating to economic phenomena. 

Most of the speakers, have talked of the distribution of 
scarce means between alternate ends. In India, there is no 
sense in talking of scarce means in the face of enormous 
unemployment. We have unemployment among the educat¬ 
ed people and illiteracy among the masses. The problem 
can be solved by simply putting the two together. We are 
told that money is not available, as if money is also “ scarce 
means.” An authority^ which controls currency, credit and 
finance, never feels the scarcity of money. Money is 
always forthcoming, if the sovereign authority has deter¬ 
mination. Take the example of the old age pensions in 
England. Old men were rotting, but money was too 
“ scarce ” to pay them. TTien came the Boer War and 
“ scarce ” money became suddenly abundant for the purpose 
of killing the Boers. 

Dr. Gregory has told us that the world monetary policy 
must be determined by the leading nations of the world, that 
is to say. Great Britain, France and the U.S.A. It may be 
very flattering to hear that India is also one of the leading 
countries, but it cannot be true, so long as India is a part of 
the Empire. If India is included, there is no reason, why 
we should exclude China, South Africa or South America. 
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Dr. Gyanchand’s thesis really implicates a supemational 
world organization, and if that is realized, there will be such 
revolutionary changes in the intemation^d economic system 
that the machinery of exchange stabilization funds will be 
wholly unnecessary. This, however, does not mean, as 
Dr. Gregory has told us, that exchange equalisation funds 
have no place in the international economic system, as at 
present organized; nor does it take away from Aeir utility, 
if the Central Bank, instead of a department of the state, 
utilizes the funds for stabilizing exchange. 

Dr. Naidu and Dr. Lokanathan have advocated the use 
of conciliation in the settlement of industrial disputes. I 
would like to ask them a straight question. If conciliation 
does not succeed, as it often does not, should we continue to 
look on, as spectators of the struggle? I am not opposed 
to conciliation, rather I am for using conciliation, as far as 
it will go; but at some point, there must be arbitration; and 
there is no sense in it, unless it is also compulsory. I may 
inform Dr. Naidu that compulsory arbitration has been 
withdrawn in Australia, not because it has failed, but due 
to capitalist pressure. 

Labour disputes will not be solved, either by compulsion 
or conciliation, unless we apply certain remedies. We all 
agree that every industry must pay all its bills. But in 
actual practice, it does not. llie state or charitable organi¬ 
zations pay some of the bills of industry. The laborer’s 
bills for decent and effective shelter against heat and cold, 
for the schooling of his children, for sickness and other 
reasonable needs, must all be paid by the industry, in which 
he is employed. A new factory must not be allowed to 
start work, without a certificate from the Inspector of 
Factories that sufficient housing accommodation for all the 
laborers is available. As regards old factories, they must 
satisfy the Inspector within a fixed period, say 5 years. If 
it is argued that these “ bills ” will cripple cnterprize, we 
mif^t as well argue that the bills for raw materials and 
ma^inery cripple enterprize and therefore should not be 
paid. Such enterprize, as cannot pay “ the social bills ” is 
socially undesirable. If an industry is financially unprofit¬ 
able, it is closed; similarly, if it is socially unprofitable, it 
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ought to be closed. I may add, for fear of capitalists, that 
the money wage will necessarily be smaller, if the state 
compels the employers to pay “ their bills.” 

Prof. K. T. Shah suggests that we should try to lose 
the war. We have experts for winning the War. Prof. Shah 
should be appointed as an expert for losing the War. 

Prof. Beri has told us that the period before the Great 
War of 1914 was, as compared to the present period, one 
of comparative prosperity. This is surprising, because we 
were then suffering from the terrible after-effects of some of 
the severest famines in our economic history. On the other 
hand. Dr. Gregory has told us that we are far better off than 
in 1914. We are better off, but not as much as Dr. Gregory 
thinks. We are still drowned in poverty. If a person is 
drowned 50 feet beneath water or 15 feet beneath it, it scarce¬ 
ly matters for the drowned person. Our position now. as 
compared to 1914, is similar. 

Prof. Beri expected that Dr. Gregory will make a state¬ 
ment of Government policy. Dr. Gregory has made no such 
statement. But why should we ask for a statement of 
Government policy? The policy of the British Government 
is to continue to rule India as long as possible and to make 
the maximum profit out of it. 

When discussing War Economics, we ought to, as 
Pandit Nehru insisted, make clear our point of view. If 
we are for the war, we ought to suggest the fullest utilization 
of our resources for its prosecution. If we are against it, 
we ought to suggest ways and means to prevent the utiliza¬ 
tion of our resources. 


F. 20 
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1 would like to emphasize a manner of looking at this 
matter which I feel has not been sufBciently stressed. In 
considering the suitability of a definition of the scope of 
economics it is necessary to remember that we are dealing 
with a body of knowledge which has a considerable 
history and tradition behind it. A good definition of the 
scope of economics must fit as closely as possible the limits 
of the subject matter as these have been historically deter¬ 
mined. The definition of Prof. Robbins seems to lack this 
essential quality. It cuts out a great deal which has been 
always regarded as within the scope of economics, it also 
admits of the inclusion of matter which has never been so 
regarded. The more logical followers of Prof. Robbins 
go to the length of denying that economics is a social science. 
A large number of us are attracted to the study of econo¬ 
mics just because it is a social science. It would, of course, 
make no difference to either the contents or the method of our 
studies if we are told that what we study is not economics. 
But I claim that we are as much entitled to say that we are 
studying economics as any high-brow pure theorist. It has 
been argued that the definition of Prof. Robbins is well-phra¬ 
sed and has logical consistency. It may then be conceded to 
be a neat definition but it certainly is not a good one. 



Professor D. N. Bhalls 

In a sense there is a good deal of truth in the statement 
tlifit all discussions about the scope of Economics are futile 
because there is always a danger of a lot of energy and 
ingenuity being wasted in so far as they could otherwise be 
more usefully employed in the study of practical problems 
which, as it is, do not receive sufficient attention at the hands 
of the economist. On the other hand, it cannot be denied 
that, in the absence of a proper definition of the field of 
enquiry to be covered by a student, there is an equally grave 
danger of the waste of energy and ingenuity in dealing with 
aspects of questions with which the student of Economics may 
not be immediately concerned. Taking both these view points 
into consideration, I feel that a little too much of time and 
attention are being devoted to the discussion of this subject in 
this Conference. 

Definitions do, no doubt, serve a very useful purpose 
generally; but, with the lapse of time, the need to alter those 
definitions arises much in the same way as the need might 
arise to alter the defined limits of a town by virtue of the fact 
that a good deal of expansion of the population of the 
town may have taken place just beyond the limits already 
fixed. In the case of every subject—and the more so in the 
case of Economics—it is very necessary that our definition 
should be sufficiently elastic to include most of the changes 
that are likely to be wrought in the scope of the subject in 
time to come. 

It is for these reasons that I think that the definition 
given by Professor Robbins is not sufficiently representa¬ 
tive of the type of study which is usually included as a part 
of Economics. Personally I think that, so far, the best 
definition of the subject has been given by Prof. Pigou who 
speaks of it as the study of economic welfare. Prof. 
Robbins objects to this definition on the ground that econo¬ 
mic welfare is itself an idea which cannot be properly de¬ 
fined and that it would include a number of problems which, 
according to him, should not be appropriately included in 
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the Study of Economics. According to him this objection 
is of a fundamental nature, but it appears to me in this he 
is only stretching a purely technical point a bit too much. 

The study of every subject, which has anything to do 
with the activities of man, is divisible into the study of the 
general laws or uniformities concerning the operation of 
certain causes and the effects to which they give rise. But 
if that study were to stop at that point, it will have served 
no useful purpose. It is necessary, on that account, to 
apply the knowledge obtained from such theoretical studies 
to the determination of solutions of practical problems 
which might be brought to our notice from time to time. 
The study of Economics, likewise, is divisible into the study 
of the Theory of Economics and Applied Economics—^the 
former dealing with the discovery of uniformities and the 
latter with the application of that knowledge to the solution 
of practical economic problems. But both these studies 
must be reckoned as forming a part of the wider subject 
which we call by the name of Economics. 

Perhaps it may be considered presumptuous on my 
part to attempt a fresh definition of Economics but 1 think 
that a solution of the difficulties put forward by Professor 
Robbins may be sought in a synthesis of the deWtion pro¬ 
posed by him and the definition given by Professor Pigou. 
I would, therefore, venture to suggest that Economics may 
be defined as a study of human behaviour in relation to its 
influence on economic welfare. Incidentally, I may point 
out that this definition would not in any way be at variance 
with the definition of the subject given by Dr. Marshall. 
It lays sufficient emphasis on man as being the central 
object of our study ^md it also brings into prominence the 
fact that it is only a part of the activities of man with which 
the student of Economics is concerned—that part in whidi 
his behaviour is determined in its relation to activities which 
are capable of having an effect on his economic welfare. 

I may further venture to suggest that the “Theory” of 
Economics is mainly concerned with the development of a 
technique for the purpose of value analysis which would be 
impossible without the proper comprehension and develop¬ 
ment of the “ marginal ” sense. It is not for this theoretical 
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framework to determine the actual uses to which it can be 
put. That will be the work of “Applied” Economics in 
which even political, ethical, religious and other social con¬ 
siderations will all be taken into account in so far as they 
are capable of producing an effect on the valuation of goods 
and services, in the production and consumption of which 
mankind is concerned, and the effect on human welfare of 
the production and consumption of such goods and services 
— i.e., goods and services which are capable of being assign¬ 
ed their exchange values by the theoretical apparatus, 
referred to above. 

Regarded in this light, we would find that our analy¬ 
sis would be equally applicable to the Economics of 
'Laissez fairs' or else to the study of “Controlled Economy”, 
from this point of view such studies as the Economy of 
War, the study of theory and practice of Public Finance, 

I he study of the nature and extent of State Control and 
Regulation of industry and economic organisation of com¬ 
munities or even the assumption of the entire machinery 
of production and distribution by the state itself—and in 
fact a host of other allied studies—^will properly form a 
part of the study of Economics as defined by me above. 
And we all know that in practice all these do actually form 
a part of those studies with which the students of Economics 
all over the world are concerned. 



P. C. Jain 

It is strange that we in India are still discussing many 
problems about the nature and scope of Economics on which 
western Economists have long agreed. This fact has a 
lesson for us which we should not ignore. 

I will confine my attention to the problem of interper¬ 
sonal comparisons of utility which implicitly involves the 
concept of a quantitatively measurable utility. Any one 
individual, under given conditions, can declare to us whe- 
tlier he prefers one commodity or the other, but in order 
to be able to decide it for two different individuals we have 
inevitably to assume that utility is measurable in quanti¬ 
tative terms. It is worthwhile to state at the very 
start that we cannot assume measurability of utility for 
two simple reasons. In the first place, an act of introspec¬ 
tion does not reveal such a possibility. Secondly, as 
Prof. Cuhel, a student of experimental psychology, has point¬ 
ed out mental states are not capable of quantitative mea¬ 
surement. It is a gross violation of the scientific method 
to suggest that two different individuals, even though 
they have a similar taste, will have the same reaction on 
consuming a commodity. Not only this, the ideas of 
measurability and the interpersonal comparisons of utility 
are not even necessary for purposes of economic studies. 
It is now generally agreed, this in spite of some of the speak¬ 
ers today, that an equilibrium in the pure theory of value 
can be studied and described completely independently of 
these concepts. All we need to know is whether the indivi¬ 
dual consumer is indifferent between two (or more) com¬ 
modities (r.e., whether both stand on the same level in his 
scale of preferences or not) or that he prefers one to the 
other. This reasoning does not involve any quantitative 
measurement of the satisfaction that the individual derives 
from his acts of consumption. An individual will be in 
equilibrium when, with a given system of market prices, 
he is indifferent between the marginal units of different 
commodities and services or, in more technical terms, when 
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the price line is tangential to his indifference curve. We 
envisage adjustment for each individual consumer separate¬ 
ly. It is not at all necessary, on the contrary it will be 
definitely wrong, to compare the satisfaction that different 
people get from their acts of consumption. 

It is, however, sometimes claimed that the idea of inter¬ 
personal comparison of utility is inevitable in the field of 
public finance. I do not agree with this point of view. 1 
believe that we can continue to study even public finance 
without any reference to this concept of measurability. Take, 
for example, the case of progressive taxation, Prof. Viti de 
Marco has shown that progressive taxation can be justified 
without the assumption that the rich man has less utility for 
his marginal unit of money than the poor man. Two argu¬ 
ments can be given in support of this contention. In tht 
first place, every human being has certain minimum wants 
and since our institutions are man made there is no reason 
why the rich should be allowed to satisfy all their wants when 
the poor are deprived even of the barest needs of existence. 
The necessary transfer of spending power can conveniently 
be made by taxing the rich at a progressive rate and by 
spending the proceeds for the benefit of the poor. Secondly 
progressive taxation helps to achieve conditions of optimum 
—minimum cost—production. These two arguments provide 
a full justification for progressive taxation. I have taken 
the example of progressive taxation deliberately because 
it touches at the very root of the ideas that people holding 
a different point of view seem to have in mind. It is ray 
firm conviction that there is no place for a concept of 
measurability of utility in a scientific treatment of pure as 
well as applied economics. 



DISCUSSIONS ON THE RECENT DEVELOPMENTS IN 
MONETARY PRACTICE 


The following members took part in the discussion:— 

Mr. B. P. Adarkar, Mr. C. N. Vakil, Mr. P. C. Jain, 
Dr. T. E. Gregory and Mr. Bhutani. 

Prem Chand MaUiotra 

The monetary policy of India should not be one of 
Easy Money alone but of Easy Money on a planned basis. 
Without a conscious monetary planning an Easy Money 
Policy might degenerate into an easy going money policy. 

In India Easy money is needed:— 

(1) To keep low the burden of public debt (present 

and future). 

(2) The state is being called upon to encourage, sub¬ 

sidise and even undertake numerous enter¬ 
prises. For all these purposes loans may be 
necessary. A low rate of interest will keep 
down the cost of such undertakings. 

(.'I) To encourage private industrial activity. 

(4) To tone up the value of gilt-edged securities. 

Planned Money. 

It has been calculated on good authority that India’s 
accumulation of sterling balances up to the end of 31st 
March, 1940, may come up to £100 millions. This surplus 
instead of embarrassing exchanges can be turned to good 
account. 

There are three ways of liquidating this credit. 

(1) Purchasing gold. 

(2) Re-investing in British Treasury loans. 

(3) Reducing India’s sterling debts. 
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The third course is the most profitable and advisable 
one. Internal debt is preferable to external debt both on 
economic and on political grounds. 

India’s sterling debt is about £275 millions. We should 
first take up p.c. sterlings stock. By paying off 3^ p.c. 
stock India will be relieved of an annual remittance of £3 
million. Such a step will also raise India’s credit both 
abroad and at home. 

The reduction of India’s external debt means 
(i) raising of rupee loans in India 
(it) expansion of currency. 

To enforce cheap money it is essential that the outstand¬ 
ing floating debt does not exceed the capacity of the Indian 
Money Market to absorb. In order to create favourable 
conditions for the floating of a loan—the unsubscribed por¬ 
tion of the loan may be subscribed by public departments 
by employing their extra budgetary funds. Treasury bills 
must be sold only at favourable rates. 

It is only when the Government shows its determina¬ 
tion to enforce a cheap money policy that such a policy 
can be successful. 
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RECENT MONETARY TECHNIQUE 

P. C. Jain 

It has to be admitted that the Exchange Equalization 
Funds have served a useful purpose. They have enabled 
various governments to adjust the foreign exchange values 
of their currencies to the special needs of their monetary 
systems. An international co-operation has also been made 
possible ever since the Tripartite Agreement of September 
1936. Secondly, the Exchange Equalization Funds have been 
very useful in sterlizing ' hot,’ money, i.e., those funds which 
are shifted from country to country not on the basis of net 
monetary returns but due to political panics. These sudden 
movements of large funds in and out of the country neces¬ 
sarily have a very disturbing effect on the price and income 
structures of the countries involved. The Equalization Fund 
itself holds these amounts till such time as they may be 
wanted back again and thus prevents them from causing 
havoc with the foreign exchange values. 

It has, however, not always been clearly realized that the 
technique of Exchange Equalization has some serious draw¬ 
backs as well. I shall draw your attention to two such 
objections. In the first place, it has been our experience 
that along with sterlizing ‘ hot ’ money the Controlling autho¬ 
rity has very often, though quite unintentionally, counteract¬ 
ed even genuine capital movements from one country to 
another. Such movements of funds, as is well known, arise 
out of a difference in the rates of interest in the various 
countries. Any action that hinders the free mobility of 
these funds is detrimental to international trade and 
industry. The Controlling authorities have no doubt been 
anxious to avoid this undue interference on their part but 
as things stand they cannot possibly help it. This because 
they have no unfailing test to distinguish the genuine from 
the ‘ hot ’ money movements. Secondly, these Exchange 
Equalization Funds have caused a serious disturbance in the 
internal money markets. Take for example the case of 
England. The Exchange Equalization technique has set up 
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a rival authority to the Bank of England and has thereby 
reduced its efl’ectiveness. The occasional unloading of 
Treasury Bills by the Fund has sometimes a very undesir¬ 
able elfect on the monetary circulation and the lending bases 
of the commercial banks. It is sometimes maintained, and 
not without truth, that the Central Banks would have easilv 
accompolished all that the Exchange Equalization Funds have 
done and this without causing serious disturbances in the 
internal money market. 

Now 1 will say a word about the scheme of internation¬ 
al monetary system suggested by Dr. Cyan Chand in his 
very able paper. In the first place, if past history can be 
relied upon no such international system is possible so long 
as we human beings remain human. Secondly, even if it 
were possible it will not at all be practicable. This for the 
s.’mple reason that it is not possible to achieve an eqaiiiJiri- 
um between the price and income structures of various 
countries such as Dr. (iyan Chand s scheme implicitly as¬ 
sumes. I will only add that if and when those ideal condi¬ 
tions, envisaged by Dr. Cyan Chand, are obtained no cur¬ 
rency system whatsoever will at all be necessary for that 
ideal world. 



DISCUSSIONS ON LABOUR LEGISLATION IN 
INDIA 

The following members took part in the discussion:— 

Prof. Karve, Mr. B. G. Bhatnagar and Mr. Bhutan!. 

The real significance of the Bombay Trade DisputeV 
Act can be gathered only against the historical background. 
Not very long ago the official policy of the Bombay Govern¬ 
ment in regard to labour disputes was declared to be ‘ to 
keep the ring clear between the employers and workers.’ 
This meant in practice the unchecked exploitation of the 
workers, as the forces of law were all arrayed on the side 
of capital. 

The new Bombay Government Act is a declaratio.i that 
the State assumes responsibility for helping the weaker 
party to get justice. Once this principle is accepted, the 
whole economic policy of the State is capable of being used 
for a constructive social programme. 

There are two inherent dangers: (1) an impatience 
with private action aimed at securing justice; and (2) an 
eagerness to organise social interests in a rigid mould under 
the patronage of the State. In both these respects the Bom¬ 
bay Act leaves something to be desired. The right to strike, 
especially during the currency of an agreement, is too close¬ 
ly restricted. The rules governing the recognition of unions 
are also so framed as to discourage the natural growth of 
labour organisations. In these respects change in the State 
policy is needed. It is true that the State must shoulder 
responsibility for resolving labour disputes. But consider¬ 
ing the class composition both of the State and of any of its 
tribunals and also judging from the ultimate right of self- 
defence our attitude towards a strike should at this stage 
be more sympathetic than the one behind the Bombay Act. 
The readiness and capacity of labour to help itself ought 
not to be weakened. Equally well, the methods of volun¬ 
tary conciliation and prevention of serious disagreement 
ought not to be discouraged in favour of interference by 
the State. 
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II. Minimum Wage Legislation. 

Speaking on Minimum Wage Legislation, Professor 
Beri supported the underlying principle both on economic 
as well as humanitarian grounds. He pointed out that 
National Planning would be a mere empty phrase if it did 
not provide in some measure for distributive justice. The 
emergence of War profits would facilitate the application of 
the principle of minimum wage, at least to those industries 
which benefited by the conditions created by the War. The 
introduction of minimum wage legislation would also check 
the surging tide of communism in our industrial cities. 
Continuing Prof. Beri pointed out the imperative need for 
giving adequate wages to industrial workers. The enquiries 
recently carried out by the Labour Office in Bombay for the 
Rent Enquiry Committee revealed the fact that as much as 
18‘6 per cent of the expenditure of a working class family 
was absorbed by one item alone, viz., house real, while educa¬ 
tion did not receive even a small fraction of one per cent of 
the expenditure. Prof. Beri, while realising the financial 
and administrative difficulties involved in the introduction of 
the proposed reform, and admitting the need for hastening 
slowly, refuted the arguments commonly adduced against 
the raising of wages. He attributed the present low ef¬ 
ficiency of Indian labour to its low income and low standard 
of living and thought that the grant of a wage sufficient for 
the satisfaction of the minimum needs of labour would have 
favourable reactions on labour efficiency. The plea of inter¬ 
national competition should not be allowed to stand in the 
way of the adoption of the proposal. The right remedy 
was not low wages, but adequate protection. In conclusion 
Prof. Beri pointed out that industry had no right to exist 
so long as conditions of slum life existed in our industrial 
cities. No industry was entitled to receive protection until 
it guaranteed a minimum wage to labour which in fairness 
should be regarded as the partner of capital in a joint 
undertaking. 

Current Topic. 

The discussion on Current Topic was opened by Prof. 
V. L. D’Souza of the Mysore University. The following 
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gentlemen took part:—Mr. Jawla Prasad, Mr. fieri, 
Mr. S. K. Kudra, Dr. Qureshi, Pandit Nehru, Dr. T. E. 
Gregory. Mr. K. T. Shah and Mr. B. G. Bhatnagar. 


Professor V. L. D’Souza 

The war opens out possibilities for rapid industrialisa¬ 
tion. The Government has already shown its readiness to 
stimulate industrial enterprise and its willingness to continue 
the same policy when tlie artificial protection of the war is 
removed. 

Through tlie Department of Supply in England large 
orders for Indian manufactured goods have been received. 
There is an order for 800 million sandbags of the value of 
Rs. 12 crores. Several million yards of khaki cloth, cotton 
cloth and hessian cloth are being supplied to the army. The 
war demand for blankets is such as to justify the buying up 
of the whole production of woollen mills in India, leaving 
nothing for domestic consumption. The industries that will 
receive special impetus are steel, leather, woollen and cotton 
and engineering. Arrangements are also made to encourage 
the production of aluminium, asbestos and certain kinds of 
chemicals in order to meet the war demand. 

The war will affect die direction and composition of 
our external trade. On the imports side the country is faced 
with two issues, namely, how to secure imports of those 
essential commodities that cannot be manufactured in the 
country and how to stimulate the manufacture of goods that 
can be locally produced to replace imports. Britain will 
be pre-occupied with the war and will not maintain her share 
in our import trade. Imports of machinery too will decline 
with a serious consequence to the new industries. The 
established industries too will feel the impact of war as 
they are depending on foreign sources for stores and chemi¬ 
cals. The textile industry for example gets its starch, dyes 
and bleaching powder from abroad. 

On the exports side we have to seek alternative markets 
for those goods which formerly went to Germany and the 
North European countries. We might follow the example 
of Egypt which negotiated with Britain for the purchase of 
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of cotton which could not be exported to Germany. Even 
in war-time Britain export trades are given every facility. 

Regarding industries as a whole we must form the best 
economic policy for the war period and at the same time for¬ 
mulate a well-planned industrial and commercial policy which 
will outlive the period of the war. Just as in the Great War 
of 1914 India was caught unprepared and unawares so also 
in the present situation. India is at the mercy of precarious 
foreign supplies. The industries that were set up during 
the previous war were allowed to languish and disappear 
but we must provide against such a contingency. 

The war has shown our helplessness and demonstrated 
the necessity and scope for the key industries especially sul¬ 
phur and soda, locomotives and aircraft. For lack of coal 
carbonisation no chemical industry can prosper in our 
country. Under coal tar dyes we import Rs. 3 crores and 
these can be stopped once coal carbonisation is established. 
Time is also opportune for the manufacture of locomotives. 
The notion that for economical manufacture the unit of pro¬ 
duction should be greatly in excess of India’s normal 
demand is now exploded, \ustralia, Newzealand and even 
little Tasmania manufacture locomotives as demand arises 
and without being overcome with a notion of minimum pro¬ 
duction. The best way out of the difficulty is to build loco¬ 
motives in the railway workshops, having equipped these 
fully for the purpose. 

India will be free from competition from enemy 
countries while the neutral countries will have to bear heavy 
freight and insurance charges. India is in a position to 
exploit the advantages created by the emergency. Japan is 
a vigorous competitor and will try to retain and expand her 
trade in textiles, glass, hardware* oilmanstores, chemicals 
and aluminium. The Japanese, however, labour under a dis¬ 
advantage, since the yen is linked to the dollar while the 
rupee has depreciated in terms of the dollar. The Japanese 
goods are dearer than before. 

We have to take precautions for the future. War is 
followed by retrenchment. The country needs an assurance 
that industries created by the war will receive adequate 
consideration when peace returns. For example the chemical 
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and metallurgical industries have to be created anew and the 
question is, will they strike root and flourish in the absence 
of efficient protection. Our new industries should outlast 
the stimulus provided by the war. 

Of the economic problems arising from the war for the 
ordinary citizen the most important is the rise of prices. 
Partly due to profiteering and partly to expansion of 
currency, prices are soaring in the country. Madiinery for 
price control has to be created with a double purpose namely 
to safeguard consumers from profiteering and to safeguard 
producers from unjust restrictions. 

Prices in themselves represent an epitome of all the 
forces that have free play in the economic life of a society. 
A system of price control which is effective and fair both to 
consumers and producers is a counsel of despair. But the 
expediency in time of war of price control even at the risk 
of injustice to small groups of consumers or producers 
cannot be denied. In the Defence of India Ordinance there 
are provisions for empowering the Government to regulate 
prices in the public interest. These powers are transferred 
to the Provincial Governments. The power of price regula¬ 
tion is exercised in respect of necessaries such as foodstuffs, 
medical supplies, salt, kerosine oil and the cheaper qualities 
of cloth. The maximum rise allowed is 10% above the 
ruling price on September 1st. But in subsequent stages 
the situation will change. Costs of production are bound to 
go up. Hence the necessity for the institution of a statutory 
body which will go into every claim for a rise in price and 
which will have the power to grant or withhold it. 

At present each Province is expected to deal with its 
own problems of price control while the Centre indicates 
general principles. But to restore equilibrium in the price 
structure while each province tackles its own problems the 
Centre must lay down the means and methods by which the 
price of each commodity can be held in check. The 
Provinces are not well equipped to adjust the rival claims 
of producers and cDnsumers. Moreover each Province has 
a controlling interest in one commodity or another. Price 
control must be on a basis of inter-provincial co-operation. 
Common action is necessary and the Centre has to reconcile 
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the conflicting claims. Again Central control over the prices 
of imported articles such as kerosine and drugs is necessary. 
A Price Conference is called for in Delhi which will go into 
these questions. 

The exchange position has undergone a material change 
for the better. Imports have been on the decline while 
exports particularly of certain commodities have been highly 
stimulated by war demand. Thq, orders which our industries 
will receive from British and Allied Governments may be 
put down at Rs. 100 crores in the first year of the war. 
These payments will be made to the London Office of the 
Reserve Bank. The Reserve Bank will also get credit in 
London for the large sum promised by Britain for the 
mechanization of the Indian army. The purchase of gold 
made by the Reserve Bank on account of the Bank of Eng¬ 
land will be paid for in London. There is also the nonnal 
surplus of merchandize exports. The exchange will offer no 
difficulty. 

An interesting possibility arises namely the offsetting of 
these exceptional exports to the U. K. and the accumulated 
balances by the repatriation of sterling securities, thereby 
reducing permanently the burden of India’s sterling obliga¬ 
tions. To-day the sterling debt is £300 m. India can use 
her sterling balances to pay off the greater part of her 
foreign obligations and thus attain a large measure of 
financial independence. India will benefit by reducing her 
sterling debt as quickly as possible. 

Government of India's budgetary position is also affect¬ 
ed by the war. On the revenue side the budget estimates 
will be more than realized and the yield of the Income-tax 
and Excise will show considerable expansion though we must 
reckon with a falling off in customs. On the expenditure- 
side the military items will expand considerably but we will 
get a certain amount of relief by the contribution from the 
British War Office and by the reduction in the strength of the 
British army in India. 

Even during war time, cheap money should be the ideal 
for India as it is for England. In London in spite of war 
conditions the Bank rate is 2% and the Treasury Bill Rate 
Britain has shown that the waging of a war is 
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quite compatible with the prevalence of cheap money, 
^eap money is largely a question of market sentiment and 
this sentiment can be induced by the Treasury and the 
Central Bank as shown in London. Cheap money is a low 
borrowing rate. India is also trying to follow a cheap 
money policy. 


Professor S. K. Rudra 

I am of opinion that during these years of war, when 
there is expected to be much expansion of industry that 
the Government of India should take special measures to 
bring about the consolidation, unification and extension of 
labour legislation throughout the country. Provinces, inde¬ 
pendently, were reluctant to proceed in this matter. Co¬ 
ordination was essential. The Indian States were a serious 
problem in this connection. But they had also to be brought in 
in this matter of standardization of labour legislation. 
Due care and latitude was of course, to be arranged for, in 
respect to peculiar Provincial or State economic situation or 
other cogent factors. 

Several valuable papers had been contributed by 
members to the conference and should form the basis for 
the discussion and formulation of legislation and other 
measures for the benefit and amelioration pf our workers 
and their families in the country.” 



MR. NEHRU’S SPEECH 


‘ Hie present economic structure of the world is break¬ 
ing up. We may not always be very clear as to what will 
replace it. But this much is certain that as far as world 
economy is concerned, the problem of distribution has to be 
the main pivot in all planning,’ said Mr. Jawaharlal 
Nehru addressing the Indian Economic Conference this 
morning. 

‘ As far as the world is concerned the problem of pro¬ 
duction has been successfully solved,’ continued Mr. Nehru. 
‘ It may be that in India due to foreign domination and 
other causes we have not been able to solve the problem of 
production successfully, but even so the problem of distribu¬ 
tion should receive our attention in the main. Distribution 
has to be planned. This is the main idea before the 
National Planning Committee.’ 

Work of National Planning Committee. 

He said that people believed that the committee would 
build some factories and set up some heavy industries, that 
is, it would concentrate on production, but with already so 
many vested interests in India it would be undesirable to 
add further interests in India’s planned economy. In fact, 
said Mr. Nehru, these vested interests went to the very root 
of the problem. The committee must have power to imple¬ 
ment its decisions which would be impossible without politi¬ 
cal freedom, which in turn depends on economic freedom 
and economic freedom cannot be achieved unless we deal 
with vested interests. 

Thus in one sense, said Mr. Nehru, it may be that the 
committee is only thinking in the air, and indulging in a 
good exercise for the mind. But it is preparing for the 
future. The task before the committee is very comprehen¬ 
sive and it will be enough if the committee could indicate 
the lines for the future and give us something to think about 
and act upon. 
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The 29 sub-committees will submit their reports in the 
middle of March. In the first week of April the National 
Planning Committee will meet to consider these reports and 
make a draft report. The final report will be ready by the 
end of Jime. 

Economic Ills of the World. 

‘ The economic ills of the world are not due to indivi¬ 
duals but to fundamental economic causes. The old capi¬ 
talistic system has broken up and with the end of this war 
we will finally see the last of it. Some form of state control 
of production, transport and distribution not only national¬ 
ly, as due to exigencies of war, but also internationally will 
gradually come to its own.’ Talking of the new system, 
Mr. Nehru said that although many things which had hap¬ 
pened had tarnished the idealism of the new system which 
had arisen in Russia and although one disapproved of the 
politics of Russia, one thing was certain that the economic 
foundations of Russia were sound and they did point a way 
to the final solution. ‘ I see no way out except a Socialist 
economy. Political democracy has failed. To make it 
successful, it must be allied with economic democracy and 
it must be based on socialism.’ Of course, remarked Mr. 
Nehru, that to apply everything blindly to India from Russia 
would be foolish. The essential thing was to solve distribu¬ 
tion without which everything would go by the board. 

Village Industries. 

In conclusion referring to the stress laid by the Con¬ 
gress on village industries and Khadi, Mr. Nehru said that 
some people found a conflict between the places of big 
industries and village industries in the scheme of India’s 
planned economy. But he said the matter if gone into 
deeply would show that in the present state of India’s eco¬ 
nomy it was necessary that both village industries and big 
industries should work and be built up in co-ordination. 

No country could be free or keep its independence 
without developing big industries. ^For one thing, it could 
not have proper defence services. However, for India deve- 
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lopment of big industries did not seem to be near for a 
generation at least. Village industries were necessary, but 
they could develop only with State action in the form of 
protection which involved economic and political independ¬ 
ence. And to retain independence in the economic sense 
big industries were necessary. ‘ Thus I want industrialisa¬ 
tion in India as much as anybody else. I also think that 
village industries are essential and should be developed in 
co-ordination with big industries.’ 
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Dr. T. E. Gregory, Economic Adviser to the Govern¬ 
ment of India, also participated in the debate. He made 
it clear that he would speak in his personal capacity as an 
economist. A speaker had stated that the taxable capacity 
of India was sorely tried and therefore further taxes should 
fall on the richer classes. Dr. Gregory thought that the 
t6ucable capacity of India had increased enormously during 
the last about 20 years, namely after the last war. Dr. 
Gregory added that nobody knew when the war would end 
and, therefore, the Government of India was not able to 
make up its mind about the steps it should take regarding 
the various problems arising out of the war. With regard to 
the control of prices there were enormous practical 
difficulties. Often a comparison was made between control 
of prices in England and in India and the Government of 
India was condemned for not taking a courageous step. 
Dr. Gregory said that in England the situation was quite 
different as England had to import most of her raw materials 
and food stuffs and, therefore, it could impose a price on 
the seller by controlling imports, namely the supply of raw 
material, whereas in India control of supply would mean 
control of millions of people, which was an impossible 
task. 

Continuing, Dr. Gregory explained the administrative 
and political difficulties in controlling prices, for all econo¬ 
mists were agreed that adequate price control meant control 
over the supply. He did not think that Government could 
control a great bulk of things produced in India. He, 
therefore, thought that it would not do to interfere too 
drastically at the present stage. Dr. Gregory felt that the 
public had too much exaggerated the influence of speculators 
on the rise in prices. In his view the real causes of rise 
were that the producers and holders of stocks were naturally 
anticipating enormous war demands and shortage of supply 
in the market by the diversion of capital and labour to war 
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industries. Consequently they were holding back a part of 
the stock and raising the prices. 

The speaker felt that whatever might be done the 
history of industrial cycle would repeat itself and the 
countries, which produced raw materials, were bound to 
suffer at the conclusion of a war. The real problem would 
arise when the war terminated. He added that the Govern¬ 
ment of India was asked to do everything now, which seemed 
to him was to ask too much. 



DISCUSSION ON WAR ECONOMICS 


Professor S. G. Beri 

In the course of his remarks on “ War Economics in 
relation to India,” Prof. S. G. Beri pointed out that during 
the present War India stood on surer ground with the 
experience of the last World War at her command and that 
she was in a better position than during the last War to 
benefit by the conditions created by the War, thanks to the 
last two decades of her industrialisation. At the same time 
the duration of the present War was a major factor of un¬ 
certainty, and another was the economic policy of the 
Government of India which required further clarification. 

Prof. Beri then dwelt on the various aspects of Indian 
Economy during the War. Referring to Price Control, he 
urged the need for a cautious policy, firstly because Price 
Control was a complicated question and would not stand 
tinkering, and secondly, because while it was necessary to 
safeguard the interest of the poor consumer, the welfare of 
the primary producer in the rural areas should not be 
ignored, having regard to the fact that his patience had been 
sorely tried during the severe and prolonged slump in prices. 
Professor Beri suggested alternative and/or supplementary 
measures such as the establishment of cheap grain shops 
subsidised by a tax on War profits. He uttered a warning 
against currency inflation which would neutralise possible 
beneficial effects of price control. 

Referring to industrialisation. Professor Beri emphasis¬ 
ed the need for co-ordinating the war needs of the Govern¬ 
ment of India and the Allies with those of industrial plan¬ 
ning of India and the peace-time requirements of the 
country. The difficulties regarding the supply of essential 
materials* machinery and expert labour, could be removed 
to some extent, by close and continuous co-operation between 
the Government of India and the business community, 
effected through the newly instituted body, viz., the Eco¬ 
nomic Resources Board. At the same time, it was necessary 
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for the^ Government of India to give an assurance that 
industries started during the War time would receive the 
requisite amount of protection after the termination of the 
War. The business community in their turn had certain 
responsibilities to fulfil. In the first place, they must be 
ready to share the increased War profits with their workmen 
by giving them a War bonus. Secondly, they must not 
repeat the mistake committed during the last War and 
fritter away their profits in distributing fat dividends, but 
must utilise them largely for building up adequate reserve 
funds for meeting depreciation and facing the inevitable 
slump in the post-War period. 

Referring to War finance. Professor Beri expressed the 
hope that India would not be called upon to shoulder 
financial burdens beyond her capacity to pay. While he had 
no objection to the taxing of high incomes created by the War, 
and the levy of luxury taxes on articles consumed by the 
rich, he would not welcome further taxation of the masses, 
as in his opinion, their taxable capacity had already been 
almost fully tapped. He was not very enthusiastic about 
War loans, firstly because their issue would result in 
inflation of credit and prices and, secondly because, they 
would compete with the loan requirements of private 
business in a money market the resources of which were 
strictly limited. 
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THE INDIAN ECONOMIC ASSOCIATION 


Report for the year ending 31st May, 1939 

The number of members on 31st May, 1939, was 165 as 
compared with 184 in 1938 and 165 in 1937. Efforts are 
being made to attract more members to the Association. 

The financial position of the Association continues to 
show steady improvement: from Rs. 4’873-15-0 on the 31st 
May, 1938, the cash balance increased to Rs. 5,239-10-9 on 
the 31st May, 1939. Besides, in accordance with the agree¬ 
ment regarding the Journal a reserve fund is jointly held by 
the Association and the Allahabad University. This year the 
Association did not receive any donation from the Nagpur 
University. Hence the income for the year is not very 
high. Every effort is being made to husband the resources 
of the Association. No amount was spent from Association 
funds on clerical assistance or printing and stationery. The 
printing was done free for the Association by G. S. Press, 
Madras. The thanks of the Association are due to Mr. G. 
Srinivasachariar of the G. S. Press for printing free and to 
Mr. Baktavatsalu, B.A., G.D.A., R.A., our Honorary 
Auditor. 

A special effort was made this year to focus attention 
on the activities of the Association by sending out special 
invitations to all the Directors of Public Instruction, Heads 
of the affiliated colleges and to the various Departments of 
Government. 

As suggested by the General Body Meeting the 
Committee appointed to improve the Journal has succeeded 
to some extent in bringing about changes in that direction, 

I am greatly indebted to the President and members of 
the Executive Committee for their valuable help and co¬ 
operation. 


ANNAMALAlNAGAr, 
December 15th, 1939. 
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B. V. Narayanaswamy, 
Honorary Secretary. 
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ANNUAL GENERAL BODY MEETING 
INDIAN ECONOMIC ASSOCIATION 

Twenty-third Session 

Allahabad University 

January, 1940 

The Annual General Body Meeting of the Indian Eco¬ 
nomic Association was held at the University Buildings on 
the 5th January, 1940, at 10 a.m. when Mr. L. C. Jain, 
President of the Association, presided. 

Present : 

1. J. W. Thomas, Esq. 

2. R. C. Chowdhury, Esq. 

3. B. V. Narayanaswamy Naidu, Esq. 

4. K. S. Srikantan, Esq. 

5. Shilla Prasad Saksena, Esq. 

6. C. N. Vakil, Esq. 

7. Jwala Prasad Singhel, Esq. 

8. Prem Chand, Esq. 

9. P. S. Lokanathan, Esq. 

10. M. K. Ghosh, Esq. 

11. D. R. Gadgil, Esq. 

12. J. P. Niyogi, Esq. 

13. P. C. Malhotra, Esq. 

14. S. K. Muranjan, Esq. 

15. V. L. D’Souza, Esq. 

16. Gyanchand, Esq. 

17. B.R. Seth Esq. 

18. B. K. Madan, Esq. 

19. B. N. Ganguli, Esq. 
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20. Saraswati Prasad, Esq. 

21. Dayashankar Dubey, Esq. 

22. G. D. Karval, Esq. 

23. Amar Chand Bhatia> Esq. 

24. D. H. Butani, Esq. 

25. Bhabatosh Datta, Esq. 

26. B. N. Rohatgi, Esq. 

27. D. G. Karve, Esq. 

28. A. R. Bhat, Esq. 

29. A. N. Mallik, Esq. 

30. D. N. Bhalla, Esq. 

31. T. Satyanarayana Rao, Esq. 

32. B. Govinda Rao Esq. 

33. B. P. Adarkar Esq. 

34. S. G. Basu, Esq. 

35. Anwar Iqbal Qureashi, Esq. 

36. D. K. Marhota, Esq. 

37. S. K. Rudra, Esq. 

38. S. A. Sanvad, Esq. 

39. A. N. Agarwala, Esq. 

40. M. H. Gopal, Esq. 

41. A. Dayal Chand, Esq. 

42. M. S. Natarajan, Esq. 

43. K. L. Goul, Esq. 

44. S. P. Bhargava, Esq. 

45. L. C. Jain, Esq. 

46. B. G. Bhatnagar, Esq. 

47. M. G. Lakshminarasu, Esq. 

1. The minutes of the Annual General Body Meeting 
held at Nagpur were confirmed. 

2. The report of the Honorary Secretary and 
Treasurer and the Auditor’s statement of accounts for the 
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year ending 31st May, 1939, were considered, approved 
and adopted. 

3. The invitation received from the Mysore Univer¬ 
sity for holding the 24th Conference at Mysore was accepted 
with thanks. It was decided to hold the Conference in the 
last four days of December, 1940. 

4. The follownig subjects were selected for discussion 
at tbe next Conference:— 

1. Problem of Value in a Socialistic State. 

2. Price level in India with special reference to 

Agriculture. 

3. Provincial and State Finai'ce. 

4. A Current Topic. 

5. The following office-bearers were elected for the 
year 1939-40:— 


President ; 

Mr. D. R. Gadgil, Director, Gokhale Institute of 
Politics and Economics. 

Honorary Secretary and Treasurer, 

Dr. B. V. Narayeinaswamy Naidu, University 
Professor of Economics, Annamalai Univer¬ 
sity. 

Honorary Local Secretary. 

Prof. V. L. D’Souza, Professor of Economics, 
Maharajah’s College, Mysore. 

Members of the Executive Committee. 

1. Prof. P. J. Thomas, Madras University. 

2. Prof. V. G. Kale, Poona. 

3. Prof. Radhakamal Mukerjee, Lucknow Univer¬ 

sity. 

4. Prof. C. N. Vakil, Bombay University. 
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5. Prof. J. P. Niyogi, Calcutta University. 

6. Prof. S. N. Shaffi, Aligarh University. 

7. Prof. H. L. Dey, Dacca University. 

8. Dr. A. I. Qureashi, Osmani University. 

9. Prof. Gyanchand, Patna University. 

10. Prof. S. K. Rudra, Allahabad University. 

11. Dr. L. C. Jain, Punjab University. 

12. Prof. Misra, Hindu University Benares. 

6. Mr. Baktavatsalu, G.D.A., R.A., was re-elected 
Honorary Auditor of the Association. The Secretary was 
asked to send a letter of thanks to him. 

7. The following were elected representatives of the 
Association on the Editorial Board of the Journal:— 

1. Prof. V. G. Kale. 

2. Prof. Radhakamal Mukerjee. 

3. Dr. P. S. Lokanathan. 

4. Dr. A. T. Qureashi. 

8. It was decided that the present contract with the 
Allahabad University for printing the Journal be continued 
for a year and that a Committee consisting of Prof. C. N. 
Vakil, Dr. Gyanchand, Prof. S. K. Rudra, Dr. L. C. Jain, 
Mr. D. R. Gadgil and Dr. B. V. Narayanaswamy Naidu 
(Convener), be constituted to suggest ways and means for 
improving the Journal and for entering into a new contract 
with the Allahabad University. 

9. It was decided that the members who wish to have 
their papers printed by the Association should send them on 
or before November 1st to the President, who after scrutiny 
would send them directly to the Press for being printed as 
pre-Conference Number. Those who wished to print the 
papers at their own cost and submit them to the Conference 
should send their papers on or before 1st December to the 
local Secretary of the Conference. No papers shall be 
accepted after the 10th December. 
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10. The suggestion of Mr. Dayashanker Dubey that 
a Committee shall be appointed for selecting suitable Hindi 
equivalents for technical terms in Economics was considered 
and it was resolved that the matter might be taken up at the 
next Conference. 

11. The question of the election of office-bearers was 
discussed and general opinion was expressed against the 
continuance of certain conventions which had come to be 
established in the matter. 

12. The meeting terminated with a vote of thanks to 
the President and the Allahabad University, proposed by 
Dr. Gyanchand, 

B. V. Narayanaswamy, L. C. Jain, 

Honorary General Secretary. President. 
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